OFFICIAL TRANSCRIPT OF PROCEEDINGS
BEFORE THE
POSTAL RATE COMMISSION

In the Matter of: )
)  Docket No.: R2006-1
POSTAIL, RATE AND FEE CHANGES )

VOLUME #12

Date: August 18, 2006
Place: Washington, D.C.
Pages: 3321 through 3570

HERITAGE REPORTING CORPORATION
Official Reporters
1220 L Street, N.W., Suite 600
Washington, D.C. 20005
(202) 628-4888



3321

POSTAL RATE COMMISSION

In the Matter of: )

} Docket No.: R2006-1

POSTAL RATE AND FEE CHANGES )

Suite 200

Postal Rate Commission
901 New York Avenue, N.W.
Washington, D.C.

Volume 12
Fricay, August 18, 2006

The above-entitled matter came on for hearing

pursuant to notice, at 9:31 a.m.

BEFORE:

HON.
HON.
HON .
HON.
HON.

APPEARANCES :

GEORGE A. OMAS, CHAIRMAN

DAWN A. TISDALE, VICE-CHAIRMAN
TONY HAMMCND, COMMISSIONER
RUTH Y. GCLDWAY, COMMISSIONER
MARK ACTCN, COMMISSTIONER

On behalf of United States Postai Service:

ERIC KOETTING, Esquire

KEN HOLLIES, Esquire

United States Postal Service
475 L'Enfant Plaza West, S5.W.
Washington, D.C. 20260

(202) 268-2900

Heritage Reporting Corporation
(202) 628-4888



3322
APPEARANCES: (Cont’d.)

cn behalf of the Office of the Consumer Advocate:

KENNETH RICHARDSCON, Esquire

Postal Rate Commission

Office of the Consumer Advocate

901 New York Avenue, N.W., Suite 200
Washington, D.C. 20268

{(202) 7B9-6839

On behalf of Advo, Inc.:

THOMAS W. MCLAUGHLIN, Esquire
Burzio & McLaughiin

Canal Square, Suite 5490

1054 31st Street, N.W.
Washington, D.C. 20007-4403
{202) 965-4565

On _behalf of Amazon.com, Inc.

WILLIAM J. OLSON, Esqgquire
William J. Olson, P.C.

8180 Greensboro Drive, Suite 1070
McLean, Virginia 22102-3860
{703) 356-507¢C

On behalf of American Postal Workers Union:

JENNIFER WOOD, Esquire

O’'Donnell, Schwartz & Anderson, P.C.
13200 L Street, N.W., Suite 1200
Washington, D.C. 20005-4126

(202) 898-1707

On behalf of Major Mailers Association:

MICHAEL W. HALL, Esguire

Law Offices of Michael W. Hall
35396 Millville Road
Middleburg, Virginia 20117
(540) 687-3151

Heritage Reporting Corporation
(202) ©628-4888


http://Amazon.com

3323

APPEARANCES: (Cont‘d.)

Onn behalf of Newspaper Association of America:

WILLIAM B. BAKER, Esquire
Wiley, Rein & Fielding, LLP
1776 K Street, N.W.
Washington, D.C. 20006-2304
(202) 719-7255

Oor behalf of Valpak Dealers Associaticon, Inc.and Valpak
Direct Marketing Systems, Inc.:

WILLIAM J. OLSON, Esquire
William J. Olson, P.C.

8180 Greensboro Drive, Suite 1070
McLean, Virginia 22102-3860
(703) 356-5070

Heritage Reporting Corporation
{202) €28-4888



CONTENTS

WITNESSES APPEARING:
JOHN P. KELLEY

3324

VOIR
WITNESSES: DIRECT CROSS REDIRECT RECROSS DIRE
John P. Kelley 3326 -~ 3568 --
by Mr. McLaughlin -~- 3509 -- - -
by Mr. Olson -- 3516 -- --
by Ms. Wood -- 3522 -- .-
by Mr. Baker - 3529 -- -
by Mr. Olscn -- 3537 - --
DOCUMENTS TRANSCRIBED INTC THE RECORD PAGE
Designated written cross-examination of 31330
John P. Kelley, USPS-T-30
Regponses of Witness Kelley to APWU 3504
interrogatories, APWU/USPS-T30-1 through 3
and MMA/USPS-T30-231
EXHIBITS
EXHIBITS AND/OR TESTIMCNY IDENTIFIED RECEIVED
Corrected direct testimony of 3326 3328
John P. Kelley on behalf of the
United States Postal Service,
UsSP5-T-30
Designated written cross- 3329 3329
examination of John P. Kelley,
USPS-T-30
Responses of Witness Kelley 3503 3503

to APWU interrogatories
APWU/USPS-T30-1 through 3 and
MMA/USPS-T30-31

Heritage Reporting Corporation
(202) 628-48883



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

3325
PROCEEDRDINGS
{9:31 a.m.)

CHAIRMAN OMAS: Good morning. Today we
continue hearings to receive the testimony of Postal
Service witnesses in support of Docket No. R2006-1,
Request for Rate and Fee Changes.

Does anyone have any procedural matter to
discussg before we proceed this morning?

(No response.)

CHAIRMAN OMAS: OCne witness 1s scheduled to
appear today.

Mr. Hollies, would you like tc introduce
your witness so I can swear him in?

MR. XKOETTING: Mr. Koetting will be
representing John Kelley, Mr. Chairman.

CHAIRMAN OMAS: Mr. Koetting, I'm sorry.

MR. KOETTING: The Postal Service calls as
its next witness John Kelley.

CHAIRMAN OMAS: Mr. Kelley, would you raise
your right hand?

Whereupon,

-JCuN P. KELLEY

having been duly sworn, was called as a
witness and was examined and testified as follows:

CHAIRMAN OMAS: Please be seated.

Heritage Reporting Corporation
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3326
I apologize for that. I actually had Ms.
Portonovo on my statement, and I didn’t see her. I
saw Mr. Hollies.
You may proceed, Mr. Koetting.
MR. KOETTING: Thank you, Mr. Chairman.
{(The document referred to was
marked for identification as
Exhibit No. USPS-T-30.)
DIRECT EXAMINATION
BY MR. KOETTING:
Q Mr. Kelley, would you please state your full
name and title for the record?
a John Kelley, economist.
Q Mr. Kelley, I’'ve just handed you a copy of a
document entitled Direct Testimony of John P. Kelly on
Behalf of the United States Postal Service, which has

been labeled as USPS-T-30. Are you familiar with that

document?

A Yes.

Q Was it prepared by you or under your
supervision?

A Yes.

Q Did the copy that I handed to you contain

the four pages that were revised yesterday?
A Yes.

Heritage Reporting Corporation
{202) 628-4888



10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

25

3327

Q With those revisions, i1f you were to testify
orally today would your testimony be the same?

A Yes, 1t would.

Q Are there any Category II library references

assoclated with this testimony?

A Yes.

Q And that is USPS-LR-L-677?

A Yes.

Q And that library reference was revised on

June 5 of this yeaxr?

A Yes.

Q Is it your intent to sponsor that library
reference as revised?

A Yes.

MR. KOETTING: With that, Mr. Chairman, the
Postal Service requests that the direct testimony of
John P. Kelley on behalf of the United 3States Postal
Service labeled USPS-T-30 and the associated library
reference, USPS-LR-L-67, be admitted inteo evidence.

CHAIRMAN OMAS: Is there any objection?

(No response.)

CHAIRMAN OMAS: Hearing none, I will direct
counsel to provide the reporter with two copies of the
corrected direct testimony of John P. Kelley.

That testimony is received into evidence.

Heritage Reporting Corporation
{202) 6£28-4888
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3328

However, ags 1s our practice, it will not be
transcribed.
(The document referred to,
previously identified as
Exhibit No. USPS-T-30, was
recel1ved in evidence.)

CHAIRMAN OMAS: Mr. Kelley, have you had an
opportunity to examine the packet of designated
written cross-examination presented to you here this
morning?

THE WITNESS: Yes, I have.

CHATIRMAN OMAS: If the questions contained
in that packet were asked of you orally today, would
your answers be the same as those you previously
provided in writing?

THE WITNESS: Yes, they would. There’'s I
guess a couple of issues there.

One, the original packet didn‘t have two or
three of the revised responses that had been filed, so
I inserted those into the packet. Then there’s two
corrections I'd like to make to the packet as well.

The first one is MMA-19, Parts (a} and (b}.
It’'s just a typographical error there. There are too
many Jills, so take out the first "will" in that line.
MMA-23, on the third line it should say, "I suspect

Heritage Reporting Corporation
(202) ©28-4888
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3329
that a smaller proportion of stamped letters are
delivered" rather than "larger" so I'm substituting
the word "smaller" for "larger".
CHATRMAN OMAS: Thank you.
Counsel would you please provide the
reporter with two copies of the corrected designated
written cross-examination of Witness Kelley?
I direct that they be received into evidence
and transcribed.
{The document referred to was
marked for identification as
Exhibit No. USPS-T-3C and was
received in evidence.)
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BEFORE THE
POSTAL RATE COMMISSION
WASHINGTON, DC 20268-0001

Postal Rate and Fee Changes, 2006 Docket No. R2006-1

DESIGNATION OF WRITTEN CROSS-EXAMINATION
OF UNITED STATES POSTAL SERVICE
WITNESS JOHN P. KELLEY

{(USPS-T-30)
Party Interrogatones
Advo, Inc. ADVO/USPS-T30-1

VP/USPS-T30-11, 32
VP/USPS-T44-27-28 redirected to T30

Amazon.com, Inc. AMZ/USPS-T30-1

American Bankers Association and ABA-NAPMIUSPS-T22-2b redirecied to T30
National Association of Presort

Mailers

American Postal Workers Union, APWU/USPS-T30-2-3, 5

AFL-CIO

Greeting Card Association GCA/MSPS-T30-1-2

Major Mailers Association MMA/USPS-T30-1-8, 10-11, 13-23, 25-28
Newspaper Association of America NAA/UISPS-T30-1-10

PRC/USPS-PGIR No.8 - Q13, 14 redirected to T30
VP/USFS-T30-2, 3a, 4-7, 8b, 9-11, 13, 16-17, 21-
27, 31

VP/USPS-T44-27-29 redirected to T30


http://Amazon.com

Party

Office of the Consumer Advocate

Postal Rate Cormmission

Valpak Direct Marketing Systems,

inc. and Valpak Dealers’
Association Inc.

3331

Interrogatories

MMAJUSPS-T30-21-22, 25, 27
PSA/USPS-T30-1
VP/USPS-T30-1. 16-18, 21-22
VP/USPS-T23-1c redirected to T30

ADVO/USPS-T30-1

PRC/USPS-POIR No.3-Q1 -3, POIR No 5 -
12b, 12d. 13, 14,15, 16a, 16¢, 17¢c, 17d, 17e,
17§, 18, 19, POIR No.8 - Q13, 14 redirected to T30

VPIUSPS-T30-1-2, 3a, 4-7, 8b, 9-19, 21-32

VPIUSPS-T23-1c redirected to T30
VPIUSPS-T44-27-29 redirected to T30

Respectiully submitted,

H

Steven W. Williams
Secretary
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INTERROGATORY RESPONSES OF
UNITED STATES POSTAL SERVICE
WITNESS JOHN P. KELLEY (T-30)

DESIGNATED AS WRITTEN CROSS-EXAMINATION

Interrogatory Designating Parties
ABA-NAPM/USPS-T22-2b redirected to T30 ABA-NAPM
ADVO/USPS-T30-1 Advo, PRC
AMZ/USPS-T30-1 Amazon
APWU/USPS-T30-2 APWU
APWU/USPS-T30-3 APWU
APWU/USPS-T30-5 APWU
GCA/USPS-T30-1 GCA
GCA/USPS-T20-2 GCA
MMA/USPS-T30-1 MMA
MMA/USPS-T30-2 MMA
MMA/USPS-T30-3 MMA
MMA/USPS-T30-4 MMA
MMA/USPS-T30-5 MMA
MMA/USPS-T30-6 MMA
MMA/USPS-T30-7 MMA
MMA/USPS-T30-8 MMA
MMA/USPS-T30-10 MMA
MMA/USPS-T30-11 MMA
MMA/LISPS-T30-13 MMA
MMA/USPS-T30-14 MMA
MMA/USPS-T30-15 MMA
MMA/USPS-T30-16 MMA
MMA/USPS-T30-17 MMA
MMA/USPS-T30-18 MMA
MMA/USPS-T30-19 MMA
MMA/USPS-T30-20 MMA
MMA/USPS-T30-21 MMA, CCA
MMA/USPS-T30-22 MMA, OCA
MMA/USPS-T30-23 MMA
MMA/USPS T30-25 MMA, OCA
MMA/USPS-T30-26 MMA
MMA/UJSPS-T30-27 MMA, OCA
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Interrogatory Designating Parties
MMA/USPS-T30-28 MMA
NAA/USPS-T30-1 NAA
NAA/USPS-T30-2 NAA
NAAJ/USPS-T30-3 NAA
NAA/USPS-T30-4 NAA
NAA/USPS-T20-5 NAA
NAA/USPS-T30-6 NAA
NAA/USPS-T30-7 NAA
NAA/USPS-T20-8 NAA
NAA/USPS-T30-9 NAA
NAA/USPS-T30-10 NAA
PRC/USPS-POIR No.3 - Q1 redirected to T30 PRC
PRC/USPS-POIR No.3 - Q2 redirected to T30 PRC
PRC/USPS-POIR No.3 - Q3 redirected to T30 PRC
PRC/USPS-POIR No.5 - Q12b redirected to T30 PRC
PRC/USPS-POIR No.5 - Q12d redirected to T30 PRC
PRC/USPS-PQOIR No.5 - Q13 redirected to T30 PRC
PRC/USPS-POIR No.5 - Q14 redirected to T30 PRC
PRC/USPS-POIR No.5 - Q15 redirected to T30 PRC
PRC/USPS-POIR No.5 - 316a redirected to T30 PRC
PRC/USPS-POIR No.5 - Q16¢ redirected to T30 PRC
PRC/USPS-POIR No.5 - Q17¢ redirected to T30 PRC
PRC/USPS-POIR No.5 - Q17d redirected to T30 PRC
PRC/USPS-POIR No.5 - Q17e redirected to T30 PRC
PRC/USPS-POIR No.5 - Q17f redirected to T30 PRC
PRC/USPS-POIR No.5 - Q18 redirected to T30 PRC
PRC/USPS-PQIR No.5 - Q19 redirected to T30 PRC
PRC/USPS-POIR No.8 - Q13 redirected to T30 NAA, PRC
PRC/USPS-POIR No.8 - Q14 redirected to T30 NAA, PRC
PSA/SPS-T30-1 OCA
VP/USPS-T30-1 QCA, Valpak
VP/USPS-T30-2 NAA, Valpak
VP/USPS-T30-3a ‘ NAA, Valpak
VP/USPS-T30-4 NAA, Valpak
VP/USPS-T30-5 NAA, Valpak

VP/USPS-T30-6 NAA, Valpak



Interrogatory

VP/USPS-T30-7

VP/USPS-T30-8b

VPIUSPS-T30-9

VP/USPS-T30-10
VPIUSPS-T30-11
VPUSPS-T30-12
VP/USPS-T30-13
VP/USPS-T30-14
VP/USPS-T30-15
VPIUSPS-T30-16
VPIUSPS-T30-17
VP/IUSPS-T30-18
VP/USPS-T30-19
VP/USPS-T30-21
VP/USPS-T30-22
VP/USPS-T30-23
VP/USPS-T30-24
VPAISPS-T30-25
VP/USPS-T30-26
VP/USPS-T30-27
VP/USPS-T30-28
VP/USPS-T30-29
VP/USPS-T30-30
VP/USPS-T30-31
VP/USPS-T30-32
VP/USPS-T23-1c redirected to T30
VP/USPS-T44-27 redirected to T30
VP/USPS-T44-28 redirected to T30
VP/IUSPS-T44-29 redirected to T30

3334

Designating Parties

NAA, Valpak

NAA, Valpak

NAA, Valpak

NAA, Valpak
Advo, NAA, Valpak
Valpak

NAA, Valpak
Valpak

Valpak

NAA QCA, Valpak
NAA, OCA, Valpak
OCA Valpak
Valpak

NAA, OCA, Valpak
NAA, OCA. Valpak
NAA. Valpak

NAA, Valpak

NAA, Valpak

NAA, Valpak

NAA, Valpak
Valpak

Valpak

Valpak

NAA, Valpak
Advo, Valpak
OCA, Valpak
Advo, NAA Valpak
Advo, NAA, Valpak
NAA, Valpak



REVISED RESPONSE OF POSTAL SERVICE WITNESS KELLEY TO
INTERROGATORIES OF ABA/NAPM,
REDIRECTED FROM WITNESS ABDIRAHMAN
ABA-NAPM/USPS-T22-2:
a. Please confirm that the USPS, in determining cost avoidances and
setting rates and discounts for workshared FCLM in this case, did not
take into consideration any in-office delivery costs avoided by FCLM.
If you fail to confirm without qualification, please explain fully and
provide supporting analyses and data sufficient to replicate your
results.
b. Please provide the in-office delivery costs avoided by workshared
FCLM, by automation rate category, in the same format as past cases,
using both the USPS and PRC methodologies.
¢. Piease revise the table set forth in ABA-NAPM/USPS-T22-1 to show
the incremental passthroughs that result if the savings in in-office
delivery costs are added to the mail processing cost savings already
included in the table.

Response

a.,c. Answered by witness Taufique.

b. The first two columns in the table below provide the requested in-office costs

in the same format shown in USPS-LR-K-67. They only include 6.1 costs, so
they are not all of the in-office costs. The third and fourth colums show ali

delivery costs (cost segments 6, 7, and 10).

Since neither carrier system records data at the rate category level within

automation letters, | do not endorse the unit casing or delivery costs by rate
category provided in the table below. An important driver is the proportion of
originating volume delivered by city and rural carriers, which is not reflected in

the table below. Rather the results in the table below are driven by DPS

percentages derived from a theoretical model which we no longer believe to be

valid.

In terms of delivery costs, the USPS and PRC versions differ only by the

by the different piggyback factors and test year costs utilized by each version.

REVISED 8/15/06
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REVISED RESPONSE OF POSTAL SERVICE WITNESS KELLEY TO

INTERROGATORIES OF ABA/NAPM,

REDIRECTED FROM WITNESS ABDIRAHMAN

Rate Category TY Unit | TY Unit6.1 | TY Unit TY Unit
6.1 Costs Delivery Delivery
Costs {PRC) Costs Costs (PRC)
{USPS) (USPS)
Automation Mixed AADC $0.0101 | $0.0101 $0.0426 $0.0428
Automation AADC $0.0094 | $0.0094 $0.0411 $0.0413
Auto 3 Digit Letters $0.0091 $0.0091 $0.0405 $0.0407
Auto 5-Digit Letters $0.0186 | $0.0185 $0.0604 $0.0606
CSBCS/Manual Sites
Auto 5-Digit Letters Qther Sites $0.0078 | $0.0078 $0.0377 $0.0379
Auto 5-Digit Letters $0.0101 | $0.0100 $0.0425 $0.0427
Auto CR Letters $0.0179 | 30.0178 $0.0588 $0.0590
Automation (Avg) $0.0097 | $0 0096 $0.0417 30.0418

REVISED 8/15/06
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Response of Postal Service Witness Kelley to Interrogatories
Posed by ADVO, Inc

ADVO/USPS-T30-1.

In response to NAA-T30-7(e), you provide disaggregated TY(08

delivery costs for all three density levels of ECR fiat mail. Please provide the
electronic version of the complete set of workpapers used to develop those
costs. If not already included in those workpapers, please also disaggregate the
delivery costs for ECR letter and parcel mail into the three density levels.
Response

Refer to the attached workbook. It is supposed to be self-contained — not having
any external links to other workbooks. The source for the vast majority of the
data is USPS-LR-L-67. However, originating and carrier volumes for ECR Basic
and ECR High Density mail are not included as part of USPS-LR-L-67, since they
were not needed to derive the USPS version of delivery costs. Those volumes
come from library references USPS-LR-L-11 (city), USPS-LR-L-12 (rurai), and
USPS-LR-L-87 (RPW by shape}). Each worksheet indicates the various sources

of the data in column A at the bottom.



Response of Postal Service Witness Kelley to Interrogatories Posed by
Amazon.com, Inc

AMZ/USPS-T30-1.

Please refer to Docket No. R2005-1, USPS-T-14, pages 41-43, where witness
Bradley develops separate volume variabilities for large parcels and
accountables.

a. Please define the term “large parcel” as it is used in the delivery modei,
explain what distinguishes large parcels from other (small) parcels, and explain
whether large parcels are determined by weight, cube, some other dimension(s),
or some combination thereof.

b. What is the unit delivery cost for a large parcel in BY 2005 and TY 20087 if
various categories of large parcels (e.g., Bound Printed Matter ("BPM"), Media
Mail, Parcel Post, Parcel Select, Priority Maii} have different delivery costs,
please provide the unit cost of a large parcel in each category.

c. What is the unit delivery cost of a small parcel in BY 2005 and TY 20087 If
various categories of small parceis {e.g., BPM, Media Mail, Parcel Post, Parcel
Select, Priority Mail) have different delivery costs, please provide the unit cost of
a small parcel in each category.

d. In BY 2005, what percent of BPM consists of large parcels, as defined by and
used in witness Bradley’s econometric estimate of the parcel/accountable
delivery equation?

e. In BY 2005, what percent of Media Mail and Library Mail consists of farge
parcels, as defined by and used in witness Bradley's econometric estimate of the
parcel/accountable delivery equation?

Response

a. Large parcels are distinguished from small parcels based on their dimensions.
The specific criterion for distinguishing large parcels from small parcels is located
in USPS-LR-K-23 (Docket No. 2005-1) SPL6.03.pdf on page two.

b. The base year volume variable regular delivery time cost per large parcel
delivered on city letter routes is 26.81 cents. The corresponding test year unit
cost is unavailabte.

¢. The base year volume variable regular delivery time cost per small parcel
delivered on city letter routes is 13.17 cents. The corresponding test year unit

cost is unavailable.
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Response of Postal Service Witness Kelley to Interrogatories Posed by

d. The table below provides the requested information.

Amazon.com, Inc

Bound Printed Matter BY05 CCCS BY05 CCCS
Volume {000) Ratio to Total
Small Parcels 59,790 41.3%
Large Parcels 84,835 58.7%
Total Parcels 144 625 100%

e. The table below provides the requested information.

Media Mail

BYD5 CCCS

Volume {000)

BY0S5 CCCS

Ratio to Total

Smail Parcels 36,161 47 7%
Large Parcels 39,655 52.3%
Total Parcels 75.816 100%

3339



Response of Postal Service Witness Kelley to Interrogatories Posed by 3320

American Postal Workers Union, AFL-CIO

APWU/USPS-T30-2
What is the average unit delivery cost in the base year and the test year of letter
mail that has been delivery point sequenced?
Response

| was unsure to which rate categories your question referred. The unit
costs for letters that pass through DPS processing wili vary by rate category. |

chose to derive the unit delivery costs for First Class Presort and Standard

Reguiar DPS letters. The resuits are included in the table below.

Rate Category DPS %’ BYO5 Unit Cost | TYO08 Unit Cost |
(DPS Letter) (DPS Letter) |
(Cents) (Cents)
FC Presort 84.95% 2.864 3.127
Std Regular 81.56% | 2.580 2.832

"DPS % derived from carrier systems



Response of Postal Service Witness Kelley to Interrogatories Posed by 3341

American Postal Workers Union, AFL-CIO

APWU/USPS-T30-3
What is the average unit delivery cost in the base year and in the test year of
letter mail that has not been delivery point sequenced?
Response

| was unsure which rate categories your question referred. The unit costs
for letters that do not pass through DPS processing will vary by rate category. |

chose to derive the unit delivery costs for First Class Presort and Standard

Regular Non-DPS letters. The results are included in the table below.

Rate Category Non-DPS %' | BY05 Unit Cost | TYO08 Unit Cost
(Non-DPS Letter) | (Non-DPS Letter)

(Cents) (Cents)
FC Presort 15.05% 9.271 10.018
Std Regular 18.44% 7.380 8.069

DPS % derived from carrier systems



Response of Postal Service Witness Kelley to Interrogatories Posed by 3342

American Postal Workers Union, AFL-CIO

APWU/USPS-T30-5
Please confirm that all accountable or registered mail would fall in the single
piece category.
Response

Not confirmed. Although | am not an expert on mail acceptance or
classification, my understanding is that signature confirmation, for example, can
be included with bulk rate Package Service pieces. Pieces with Signature
Confirmation are considered to be accountables since a customer signature is
required for delivery.

My understanding is that registered mail must have prepaid postage at

single-piece First Class rates. The specific eligibility requirements for registered

mail are contained in the DMM Section 503.2.2.2.



Response of Postal Service Witness John P. Kelley to
Interrogatories of the Greeting Card Association

GCA/USPS-T30-1

Please refer to Table 1 in your prefiled testimony. Please expiain how you have
defined the terms "letter” and "flat" as you use them in developing Test Year unit
delivery costs by shape for single-piece First Class Mail.

Response:

For purposes of my testimony, and the library reference | sponsor, USPS-
LR-L-67, | do not attempt to define shape. Instead, | generally rely on the shape
classification assigned to data by the four statistical systems that provide the
inputs | use to derive unit delivery costs. The four systems are the following: 1)
in-Office Cost System (I0CS) (witness Czigler — USPS-T-1); 2) City Carrier Cost
System (CCCS) (witness Harahush — USPS-T-4); 3) Rural Carrier Cost System
(witness Riddle — USPS-T-5); and 4) Origin Revenue Pieces and Weight System
(ORPW) (witness Pafford — USPS-T-3). For single-piece First Class Mail, my
analysis uses the shape information provided directly from each statistical
system without modification. My understanding is that, in general, the basic
distinctions between letter-size and flat-size pieces are reflected in the Domestic
Mail Manual (updated May 11, 2006) sections 101.1.0 for letter-size mail, and
101.2.0 for flat-size mail.

Ag defined in the DMM, letter-size mail is 1) not less than 5 inches long,
3.5 inches high, and 0.007 inch thick. and 2) not more than 11.5 inches fong, or
more than 6.125 inches high, or more than 0.25 inch thick. Flat-size mail is 1)
more than 11.5 inches long, or more than 6.125 inches high, or more than 0.25
inch thick, 2) not more than 15 inches long, or more than 12 inches high, or
more than 0.75 inch thick, and 3) unwrapped, sleeved, wrapped, or enveloped.

If you want more precise information on any variations from the DMM definitions
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Interrogatories of the Greeting Card Association

employed within the different reporting systems, you wouid need to consult the

documentation materials provided with regard to those systems.
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Interrogatories of the Greeting Card Association

GCA/USPS-T30-2
In your analysis of Test Year unit delivery costs by shape, as reflected in Table 1,
would a single-piece First-Class letter which (i) weighs one ounce or less, and (ii)
is fess than 11.5 in. by 6.125 in. by 0.25 in. thick, but (iii) has an aspect ratio less
than 1:1.3 or greater than 1:2.5 be counted as a "letter” or as a "flat"? Please
explain your answer fully.
Response:

Assuming that by (ii) you mean to describe a piece that does not exceed
the upper limits of any of the dimensions within the letter-shape definition, my
understanding is that the piece described would be counted as a letter in the four

statistical systems (IOCS, CCCS, RCCS, and ORPW) that USPS-LR-L-67 uses

to develop unit delivery costs.
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TO INTERROGATORIES OF MMA

MMA/USPS-T30-1

Please refer to footnote 1 on page 3 of your direct testimony, and Table 1 on
page 4, where you show a combined unit delivery cost for First-Class
“Automation Letters.”

A. Who decided to combine all of the First-Class Automation presort
categories into one average unit delivery cost rather than to derive
individual unit delivery costs for each presort level?

B. Please provide the exact reason(s) as to why this decision was made.

Response

A and B. Discussions with rate design personnel made clear to me that
aggregated First Class Presort letter unit delivery costs, as presented in
USPS-LR-L-67, were sufficient for their purposes. As a result, | decided to
combine all of the First Class Automation presort categories into one average

unit cost.



REVISED RESPONSE OF POSTAL SERVICE WITNESS KELLEY

MMA/USPS-T30-2

TO INTERROGATORIES OF MMA

On page 5 of your testimony you provide an equation that you employ for
deriving unit delivery costs.
A. Please confirm that the unit delivery costs you derive are not the volume
variable cost to deliver a piece of mail, but are the average volume
variable delivery cost per originating piece. If you cannot confirm, please

explain.

B. Assuming that you confirm part A, is it possible to derive the unit delivery
cost for mail that is actually delivered by rural or city carriers? If not, why
not? If so, please provide the volume variable unit cost to deliver a First-
Class (1) single piece letter, (2) metered letter, (3) Nonautomation letter,

and (4) Automation letter.

C. If you can provide unit delivery costs as requested in part B, please
provide the volume variable unit delivery cost for Automation letters
presorted to (1) Mixed AADC, (2) AADC, (3) 3-digits and (4) 5-digits. If
you cannot do so, please explain.

Response

A. The unit delivery costs in Table 1 are derived by taking the ratio of total

test year volume variable costs from cost segments 6, 7, and 10 to the test

year originating volume.

B. and C. The requested unit delivery costs per delivered letter by city or

rural carriers are provided in the table.

First Class Letters TY Costs TY Unit Delivery Costs per
(000) {CCCS+RCCS) Piece (Cents)

Single Piece $2,875,500 12.640

Metered $995 455 13.008
Non-automation $70,482 4.586
Automation $1,906.671 4. 650

Mixed AADC $120,699 4751

AADC $101,383 4 589

3 Digits $914,110 4516

5 Digits $731,415 4744

REVISED 8/15/06
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TO INTERROGATORIES OF MMA

MMA/USPS-T30-3
On page 5 of your testimony you discuss your assumption that 10% of DPS

letters will not be DPSed and will require some direct labor casing costs.

A. Are these pieces DPSed and then processed manually, or simply
processed manually without being DPSed. Please explain.

B. Please explain the basis for your assumption and why you feel the figure
of 10% is reasonable. Please provide all documents that you reviewed in
connection with use of your 10% assumption.

C. How does the full implementation of PARS affect this assumption?

Response

A. The assumption is that these letters pass through DPS processing and

then are cased by the letter cammier.

B. The basis for my assumption is contained on page 5 of my direct

testimony and in my response to POIR No. 3, question 2.

C. Intuitively, the full implementation of PARS might reduce the percentage of

DPS’d letters that require additional in-office handling by the carriers. My

understanding, however, is that the full implementation of PARS would not

affect other issues that might require a carrier to case DPS mail, such as

vacation holds.



4
RESPONSE OF POSTAL SERVICE WITNESS KELLEY 2347

TO INTERROGATORIES OF MMA

MMA/USPS-T304
In R2005-1, USPS witness Abdirahman stated the following in response to
mterrogatory MMA/USPS-T21-46 (B):

The delivery unit costs are included in the workshanng
related savings calculations to reflect the fact that, to varying
degrees, different mail categories capture different levels of
Delivery Point Sequencing (DPS).

Please state whether or not you agree or disagree with USPS witness
Abdirahman’s statement. If you disagree with this statement, please explain why
you disagree and provide all documents that you reviewed in formulating your
position.

Response
| don't know. | am not familiar with the manner in which workshanng

related savings are calculated.



RESPONSE OF POSTAL SERVICE WITNESS KELLEY
TO INTERROGATORIES OF MMA

MMA/USPS-T30-5
On page 6 of your testimony you indicate that you derived OPS %s for First-
Class Presorted letters from city and rural delivery volumes.

A. Was the information you use to derive DPS %s for First-Class Automation
and Nonautomation letters available to you in R2005-17 If so, why did you
not incorporate that data in your delivery cost analysis in that case and
provide such figures to USPS witness Abdirahman as a basis for
reconciling his theoretically derived DPS %s? If this information was not
available to you in R2005-1, how did it become available for this case?

B. Please expiain specifically how you used total city and rural delivery
volumes to derive First-Class Automation and Non-Automation letter DPS
%s.

Response

A. Yes, DPS percentages derived from the carrier systems could have been
calculated in R2005-1 at the aggregate automation and non-automation levels.
However, the estimated percentages were not, and still are not, availabie at the
rate category level within automation and non-automation for Docket R2005-1.
For example, neither carrier cost system produced estimates for DPS
percentages for First Class Presort Automation 3 digit letters at the base year
level for Docket R2005-1 or for the instant docket. The decision to use the
estimated DPS percentages from the carrier systems at the automation and non-
automation level was made only after it was determined that the test year
delivery costs were going to be aggregated to that level.

B. Within First Class Presort, each carrier system records the total volume and
DPS volume for non-automation and automation letters. The DPS percentages

were derived by taking total DPS delivered volume to total delivered (RCCS +

CCCS) volume for non-automation and automation letters separately. The exact
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calculations are shown in USPS-LR-L-67 workbook UDClnputs. USPS xis

worksheet DPS% rows 11 and 12.
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REVISED RESPONSE OF POSTAL SERVICE WITNESS KELLEY
TO INTERROGATORIES OF MMA

MMA/USPS-T30-6

Please provide the unit and total cost segment delivery costs for First-Class
single piece (1) stamped letters, (2) metered mail letters, and (3) “other” letters in
the same manner that you did in response to R2005-1 Interrogatory MMA/USPS-
T16-6.

Response:

Please refer to the attached Excel workbook.

REVISED 7/12/06



USPS and PRC VERSION
BYQS City Carrier in-Office Costs ($000)

Class Code Class Shape Code Shape
1 1st L&P 1 1Lt

Adjust to CRA C/S 6.1 1st Single Piece - BY05

Stamped Metered Other

Stamped Metered
430,235,575 289,589,928

Total

1Ltr 430,236 289,590 29,191

749,016

Other Total
29.190,530 749,016,033

ATTACHMENT TO RESPONSE, MMA-T30-6 (REVISED 7/12/08)

ECE L



PRC VERSION

B8Y05 Costs
61urdt 61 Costs 62Costs Burdened 62 Costs Burdened 7% Cosls 72 Costs  10Costs  Total piggybacked Parmit Volume®  City Carrier Rural Carrier Total Unit
cost {000 Cffice (000s) Street {0C0s) {0C0) (00C) {000) costs (000} (000} Unit Cost Unit Cost Cost
Single-Piece Letters Stamped 0.0182 430 236 117,184 20,882 542957 71,569 136.023 1,682,103 23,460,284 0.0635 00069 0.0704
Single-Piece Letters Metered 00204 289,580 78878 12852 329564 43351 gz41 1,047,204 14 213,740 4.0668 4.0060 40737
Singie-Pigca | etters Other 0.0178 29,191 7,454 1,482 33,095 5012 9528 114,198 1643007 00626 00069 (0803
First-Class Single-Piece L etters BY Q0191 749 016 204 011 34996 911616 119943 227,960 2,813,583 39,317,031 0.0647 00069 0.0716
TY0S Costs
61unit 6.4 Cosls 62CostsBurdened 62 Costs Burdened 7.1 Cosls 7.2Costs  10Ceosts  Total piggybacked Permit Voiume  City Carmier  Rural Camier Total Unit
cost (000s) Office (000s}) Streel (000s}) (000s) (000s) (000s) costs (D00} (G00) tnit Cost Unit Cosl Cosl
Singie-Piece L etters Stamped 0.0192 396,908 123N 19,986 520689 68,508 130,772 1,580,343 20,642,2M 0.0680 0.0076 D.0766
Single-Piece Letiers Melered 00214 267,157 75,502 $2.110 315467 41,507 79,230 1,001,057 12,506,408 00725 00076 0.08004
Single-Piece Lelers Other 0.0186 26,929 7.611 1,400 36,466 4798 9,158 109,260 1,445 652 0.0680 00076 0.0756
Firsi-Class Single-Piece Letlars TY 0.0200 690.994 195,284 33499 872621 114 812 219,164 2,690,660 34,594 330 0.0702 00076 00778

*Calegones from tab 'SP Table' in USPS-LR-L-87 “Standard First Wgl Ind Tabies.xis" are braken down this way’

Stamped:
Stamp

Stamped Envalope (postage embossed envelope)
Stamped Card {postage embossed card)
Precanceled Stamp

Semi-postal Stamp

Metered:

Meter (including 1B1)

Meter - PVI

Qther;

Permit imprint

Franked Mail

Armed Forces Free Mai

Absentee Ballots

Unauthorized Use of Penalty Indicia

ATTACHMENT TO RE SPONSE. MMA-T30-6 {REVISED 7/12/06)
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RESPONSE OF POSTAL SERVICE WITNESS KELLEY
TO INTERROGATORIES OF MMA

MMA/USPS-T30-7

Please refer to Library Reference LR-USPS-L-67, Book UDCinputs USPS . xis,
sheet DPS%, where you derive DPS %s for First-Class presorted letters.

A

Please confirm that you show that, of the 48.148 billion total presorted
letters, 43.134 billion pieces were delivered by city and rural carners? If
you cannot confirm, please provide the correct information, reference your
sources and explain.

If you confirm part (A), were the remaining 5.014 billion pieces delivered to
post office boxes? If not, please explain.

Please confirm that you show that of 46408 billion total Automation
Jetters, 34.559 billion were delivered by city and rural carriers? If you
cannot confirm, please provide the correct information, reference your
sources and expiain.

If you can confirm part (C), were the remaining 11.849 billion pieces
delivered to post office boxes? If not, please explain.

Please confirm that you show that, of the total 1.739 billion Nonautomation
letters, 8.575 billion were delivered by city and rural carriers? If you
cannot confirm, please provide the correct information, reference your
sources and expilain.

Please explain the apparent anomaly suggested in part (E} whereby the
total number of pieces delivered by city and rural carriers exceeds the total
number of pieces.

Response

A

B.

Confirmed

| don’t know. Presumably those pieces are divided between the following
modes of delivery: post office boxes; highway contract routes; and general
delivery.

Confirmed

| don't know. Presumably those pieces are divided between the following
modes of delivery: post office boxes, highWay contract routes, and general
delivery.

Confirmed.
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TO INTERROGATORIES OF MMA

F. Witness Abdirahman addressed the difficulties for data collectors to
distinguish between automation and non-automation mail pieces in
response to POIR No. 1 question 1(a) in docket R2005-1. | have no

additional insight to offer on the issue.



RESPONSE OF POSTAL SERVICE WITNESS KELLEY 2357

TO INTERROGATORIES OF MMA

MMA/USPS-T30-8

Please refer to Library Reference LR-USPS-L-67, Book UDClnputs. USPS xs,

sheet DPS%, where you derive DPS %’s for First-Class presorted letters. Please

provide the exact source and derivation for each of the following:

24.062 billion First-Class Automation letters delivered by city carriers;

5.903 billion First-Class Nonautomation letters delivered by city carmers;

10.498 billion First-Class Automation letters delivered by rural carriers;

2.672 billion First-Class Nonautomation letters delivered by rural cammers;

21.054 billion First-Class Automation letters DPSed and delivered by city

carners;

4 666 billion First-Class Nonautomation letters DPSed and delivered by

city carriers,

G. B8.403 billion First-Class Automation letters DPSed and delivered by rural
carriers; and

H. 1.955 billion First-Class Nonautomation letters DPSed and delivered by
rural camers.

moowy»

AL

Response

A-H. For the estimates pertaining to city carriers, the source is the City
Carrier Cost System (CCCS). For the estimates pertaining to rural cariers
the source is the Rural Carrier Cost System (RCCS). The table below shows

the derivations of the estimates requested in the question.

T ‘Ww
| Orttvar | Segment
RCCS fornd  lLetter  Letwe  |DPS Leter Totat
Volume  — |Descriphion ) 866107 50404 1955m+ 2571800 ]
[ 1955295 [FIRST CLASS LFP NONAUTG FRESORTED DPS LETIER Awro | 1045993 | 148387 | BAUIAT7 | 10467387
50,408 [FIREY CLASS LFP HOWAUTD PRESURTED SECTORSEGLETTER e -

668,102 [FHRST CLASS LFP NONAUTO PRESORTED OTHER LETTER
[~ 9221.936 [FRST CLASS LFP AUTOMATION NONCARRIER DPS LET TER i
136,828 [FIRST CLASS LFP AUTOMATION NONCARRIER SECTOR SEG LETTER | o
1,845,373 [FIRST CLASS LFP AUTOMATION NONCARRIER OTHER LETIER
181541 [FIRST CLASS LFP AUTOMATION CARIRIER DPS LETTER

P —

11758 [FIRST CLASS LFP AUTOMATION CARRIER SECTOR SEG LETTER _
100881 [FIRST CLASS LFP AUTOMATION CARFIER OTHER LETTER
cccs - - i .
_
[vohewa  jDwscripion o [cay Lrther OPS Lrttay | Totad
4,968,236 [FIRST CLASS LETTER/PARCEL NONALITD PRESORTED DPS LETR 1ZBTI0 ] 4pesii| 5 5803167 o
1238770 |FIRGT CLASS LET TER/PARCEL NONNUTOPRESORTED OTHER LTR _ Aww | 3007586 | T1.050301 | 2006TSTT

70836 828 |FIRST CLASS LETTER/PARCEL AUTO NONCARFMER DPS LETTER ; T

2,968,325 [FIRST CLASS LET TERAPARCEL AUTO NOMCARFIER LETTER
217 383 |[PRST CLASS LET TERFARCEL ALTTO CARFSER DPS LETTER
79 281 |[FWST CLAGS LETTER/PARCEL AUTO CARMIER LETTER
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TO INTERROGATORIES OF MMA

MMA/USPS-T30-10

Please refer to LR-USPS-L-67, book UDClnputs. USPS xIs, sheet DPS%, where
you derive DPS %s for First-Class presorted letters.

A. Please provide comparable volumes for all First-Class single piece letters
and for First-Class single piece letters broken down by (1) stamped, (2)
metered, and (3) “other.”

B. Please provide the derived DPS %s for all First-Class single piece letters
and for First-Class single piece letters broken down by (1) stamped, (2)
metered, and (3) “other.”

Response

A. The requested volumes are not available. Neither carmier system breaks
down data on First Class Single Piece letters into (1) stamped, (2) metered,
or (3) other.. The table below has the estimated First Class Single Piece

letter volumes from each carrier system.

First Class Single Piece BY05

Letter (shaped) Volume {000)

CCCS ©17.071.899
RCCS 6,978 087
CCCS + RCCS 24,049 986

B. The table below has the base year estimated DPS percentages for First

Class Single Piece letters by carrier system.

First Class Single Piece BY0OS | DPS %
CCCS 72.1%
RCCS 70.0%
CCCS + RCCS 71.5%




RESPONSE OF POSTAL SERVICE WITNESS KELLEY

MMA/USPS-T30-11

TO INTERROGATORIES OF MMA

Please refer to Library Reference LR-USPS-L-67, book UDCModel. USPS.xls,
sheet 9.DeliveryVois, where you provide First-Class presorted voiumes of letters
delivered by city and rural carriers and sheet 11.SummaryBY where you provide
the RPW First-Class presorted letter volumes Please confirm the volumes as
shown in the following table for the rate categories within First-Class presorted
letters. If you cannot confirm, please provide corrected figures.

CC Volumes Rural Route implicit P.O. Box
Permit (Based on Volume (Based { Volume (Based
First-Class Presorted Volume Permit Volume) on Pemit on Permit
Category {000} {000) Volume) (000) Volume) (000)
Auto Mixed AADC 2875272 1.789.429 786,747 299,095
Auto AADC 2,500,365 1,558,106 684,163 260,096
Auto 3-Digit 22,908,988 14,257 440 6,268,482 2,383,065
Auto 5-Digit 17,449,671 10.859.827 4774674 1.815.170
Auto Camier Route 673,921 419,416 184,402 70,103
Total Automation 46.408.216 28,882,218 12,698 469 4,827.530
Nonauto 1,739,317 1.082 456 475921 180,929
Tetal Presorted 48,147,533 29,964,684 13,174,390 5,008,459
Response

Confirmed. However, the heading on the last column should reflect that

volume not delivered by city and rural carriers is divided between post office

boxes, highway contract routes, and general delivery.




RESPONSE OF POSTAL SERVICE WITNESS KELLEY
TO INTERROGATORIES OF MMA

MMA/USPS-T30-13

Please refer to Library Reference USPS-LR-L-67, book UDCModel. USPS.xls,
sheets 2. Summary TY and 11.Summary BY and your response to R2005-1
Interrogatory MMA/USPS-T16-13. Please provide a similar table of delivery
costs with coliection costs removed for BY 2005 and TY2008 in this case, in the
same manner as you answered R2005-1 interrogatory MMA/USPS-T16-13.

Response
Collection costs are included in the Single Piece letter Test Year 2008 unit

delivery cost of 7.734 cents. The Single Piece letter Test Year unit delivery cost
without collection costs is 5.152 cents. The difference between the two unit costs
is 2.582 cents. Multiplication of this cost differential by the Test Year Single
Piece letter volume of 34 594 billion pieces produces at Test Year total collection
cost of $893.1 million, which consists of $827.7 million in city carrier cost, and
$65.4 million in rural carner cost. To reproduce these calculations, perform the
following steps within library reference USPS-LR-L-67, “UDClnputs USPS . xis”
and “UDCModel USPS xis”, and within library reference USPS-LR-L-5,
B_Workpapers, “CS06&7.xIs™. Steps 1-5, as described below, remove the Single
Piece letter cost of collections due to city carriers, and step 6, as described
below, takes out the costs from rural camiers.
1. In workbook “UDCinputs.USPS.xls” worksheet ‘7.0.6" change the vaiues in
cells C11, H11, K11, and T11 to zero
2. In workbook “CS06&7.XL.S” , find the values reported in cells G11 of
worksheets ‘'7.0.6.5', '7.06.6', '7.0.6.7",'7.06.8, and '7.0.6.9
(a) Reduce the value in cell U11 of workbook “UDCInputs. USPS.xis”

worksheet ‘7.0.6" by the amount in cell G11 of worksheet '7.0.6.5'.
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(b) Reduce the value in celi V11 of “UDCInputs USPS . xls” worksheet
'7.0.6" by the amount in celt G11 of worksheet '7.0.6.6".
(c) Reduce the value in cell W11 of "UDClnputs. USPS.xis™ worksheet
'7.0.6” by the amount in cell G11 of worksheet '7.06.7".
(d) Reduce the value in celt X11 of “UDClinputs. USPS . xIs™ worksheet
'7.0.6" by the amount in cell G11 of worksheet '7.0.6.8".
{e) Reduce the value in cell Y11 of “UDCinputs USPS xis™ worksheet

‘7.0.6’ by the amount in cell G11 of worksheet 7.0.6.9".

3. In "*UDClInputs.USPS.xIs", '7.0.6’, sum the values in cells S11 through Z11

(where T11 — 211 have been reduced per instructions 1 and 2 above), and divide

this sum by the sum of the values in cells 523 through Z23.

(a) Muttiply the resulting ratio by the value in cell AC23 to calculate the
new lower value for cell AC11.
{b) Multiply this same ratio by the value in celi AE23 to calculate the new

lower value for cell AE11.

4. In *UDCInputs.USPS.xls™, '7.0.6', sum the values in cells C11 through L11

(where C11, H11, and K11 have been reduced per instruction 1), and divide this

sum by the sum of the values in celis C23 through L23.

(a) Muitiply the resulting ratio by the value in cell 023 to calculate the new
lower value for cell O11.
(b) Multiply this same ratio by the value in ceil Q23 to calcuiate the new

lower value for cell Q11.
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5. in “UDCinputs USPS.xls”, worksheet 'CS7Shape’, change the value in cell
K10 to zero.

6. in “UDCModel USPS . xls”, worksheet ‘8. RuraiCrosswalk’, change the values in
cells R10 - T10 to zero.

7. Steps 1-6 remove the coliection costs from the base year costs. In order to
remove the collection costs from the test year costs, an additional calcuiation
must be implemented in column H-K cells of line no. 6§ of worksheet ‘2 summary
TY in “UDCModel USPS.xis™. In each cell, the results of the existing formula
must be multiplied by the ratio of base year costs without collections for that cell
(from the version of worksheet 1 generated by steps 1-6 above) to base year
costs with collections for that cell (from the version of worksheet 11 that existed
before steps 1-6 were applied).

After steps 1 through 7 are completed, the Test Year 2008 Single Piece letter

unit delfivery cost without collection costs will equal 5.152 cents.
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MMA/USPS-T30-14
On page 7 of your direct testimony, you indicate that the DPS %s that you
derived were “very similar” to those derived by USPS witness Abdiraham in his
mail flow models. Please provide the analyses comparing your DPS %s to those
derived by USPS witness Abdiraham that you believe supports your position that
the DPS %s derived from both methodologies are “very similar.”
Response

| compared the DPS percentages for First Class Presort automation
letters, First Class Presort automation cards and, Standard Regular machinable
letters from the model used in Docket R2005-1 and the camer systems for the

base year and judged them to be similar. The table below provides the DPS

percentages for the categories | compared from the two different sources.

Rate Category DPS% R2005-1 | DPS% R2006-1
First Class Presort automation letters 83.4% 85.2%
First Class Presort automation cards 82.6% 81.9%

Standard Regular machinable letters 84 0% 81.9%
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TO INTERROGATORIES OF MMA

MMA/USPS-T30-15

Please refer to Library Reference USPS-LR-L-67, book UDCModel. USPS.xls,
sheet 2. Summary TY. When applying the piggyback factors for First-Class
presorted letters in columns 12 and 13, why did you use the First-Class single
piece piggyback factor rather than the presorted piggyback factor from
UDCinputs.xis, sheet TYPBack?

Response
Cells N17 through O19 in worksheet '2SummaryTY' incorrectly reference

the test year piggyback factors for First Class Single Piece rather than First Class
Presort. Applying the correct factors, however, has virtually no impact on the city
and rural unit costs since the difference between the First Class Single Piece and
First Class Presort piggyback factors is 0.002 and (.0002) for city and rural
respectively.

Since the unit delivery costs provided in Table 1 do not use the unit costs
calcuiated in columns 12 and 13, they are correctly denved. They are calculated
by taking the test year piggyback costs in column L divided by the test year
originating volume in column M. The test year costs in column L apply the

correct piggyback factors to the First Class Presort letter costs.
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TO INTERROGATORIES OF MMA

MMA/USPS-T30-16

Please refer to page 7 of your direct testimony where you state that the DPS %s
are an important distribution key for First-Class presorted letters since
Nonautomation letters require more manual processing to prepare the mail for
delivery. ls it true that MAADC letters required more manual processing than 5-
digit letters to prepare the mail for delivery? Please explain your answer.

Response
| don't know. | based my reasoning on the higher estimated DPS
percentage, derived from the carrier systems, for First Class Presort automation

compared to First Class Presort non-automation.
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Response of Postal Service Witness Kelley to Interrogatories Posed by the Major
Mailers Association

MMA/USPS-T30-17

Please refer to Library References USPS-LR-K-67 from R2005-1, pages 1 and 2,
and USPS-LR-L-67, page 1. These pages summarize your derived unit delivery
costs for various rate categonies for TY 2006 in R2005-1 and TY 2008 in R2006-

1

A. Please confirm the unit costs (cents) and percentage changes as shown in
the following table. If you cannot confirm, please provide the comrect unit
costs as well as your computations.

R2005-1 TY 2006 R2006-1 TY 2008 % Increase (Decrease)
Rate Category Letters Flats | Parcels | Letters | Flats | Parcels | Letters | Flats | Parceis
FC Single Piece 7.189 | 12.416 | 30.049 7734 | 14327 | 35094 T7.6% | 154% | 168%
FC Automation 3.824 4144 8.4%
FC Nonautomation 6.939 9424 | 20636 4696 | 11.588 | 35790 -32.3% [ 230% | 73.4%
FC Presorted 3.954 4 164 5.3%
Std Reg Automation 3710 3.596 3.1%
Std Reg Nonautomation 5.985 9290 | 28948 73624 94131 32671 23.0% 13% [ 129%
Std Presorted 3873 3.798 -1.9%

B. Please explain why the unit delivery cost for First-Class Single Piece is
expected to rise by 7.6% while the unit delivery cost for First-Class
Automation letters is expected to rise by 8.4%.

C. Please explain why the unit delivery cost for First-Class Automation letters
is expected to rise by 8.4% while the unit delivery cost for Standard
Autormnation letters is expected to decline by 3.1%.

D. Please explain why the unit delivery cost for First-Class Nonautomation
letters is expected to decline by 32.3%.

E. Please explain why the unit delivery cost for Standard Nonautomation
letters is expected to rise by 23.0%.

F. Please explain why the unit delivery cost for First-Class Presorted letters
Is expected to increase by 5.3% while the unit delivery cost for Standard
Presorted letters is expected to decline by 1.9%.

Where more than one factor is responsible for the projected increase or decrease
in particular unit delivery costs, please identify each factor separately and provide
your best estimate of contribution such factor makes to the overall percentage
increase or decrease in unit delivery costs.

Response:
A. Not Confirmed. In the tabie below, i provide what | believe to be appropriate

revisions. In constructing this table, | changed the category for comparison of
unit delivery costs from R2005-1 for Standard Regular letters from Auto/Non Auto

to Machinable/Non-Machinable, to make them comparable with the unit delivery
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costs in the instant docket. Secondly, | changed the costs in the table for TY08
Standard Auto/Non Auto letters to reflect the addendum in my direct testimony.
Lastly, | changed the row heading on the last row to Standard Regular rather

than Standard Presort. The changes made to the table are in bold underlined

type.
R2005-1 TY 2006 R2006-1 TY 2008 % Increase (Decrease)
Rate Category letters | Flats | Parcels | Letters | Flats | Parcels | Lefters | Flats | Parcels
FC Single Piece 7189 | 12.416 | 30.049 7734 | 14327 | 35094 76% | 154% | 168%
FC Automation 3824 4144 8.4%
FC Nonautomation 6938 | 9424 | 20638 4696 | 11.588 | 35790 | -32.3% | 230% | 734%
FC Presorted 3.954 4 164 53%
Std Req Machinable 3.713 3.782 1.9%
Std Reg Non-Machinable {11.050 1 9290 | 28948 | 8.069 | 9413 | 32671 -27.0% | 13% | 129%
Std Reqular 3.873 3798 -1.9% |
B. The table below illustrates the major elements that constitute delivery
costs and identifies the magnitude each element has in terms of the percentage
change in delivery costs from TY06 to TY08. The piggyback factors are included
in the calcuiation of the percentages in the table, so, as a result, the figures can
be summed across cost segments 6, 7, and 10 to equal the percentage change
in unit delivery costs from TY06 to TY08. For example, the delivery costs for
First Class Single Piece Letters rose 7.6 percent from TYO06 to TY08, which is
comprised of 0.5 percent increase in 6.1 Direct Casing and 1.4 percent in Direct
Non-Casing, etc.
Rate Category (letter | 6.1 6.1 Direct 6.2 Support 6.2 Suppdn 7 7.2 10 Rural | Total
shaped) Direct Non-Casing Burdened on Burdened on Detlivery Delivery
Casing Office Street Activity Support
FC Singie Piece | 0.5% 1.4% 0.8% 0.0% 37% 0.6% 06% | 76%
FC Automation 3.6% 1.2% 1.6% -0.1% 0.9% 0.1% 1.2% 8.4%
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c.
explained in my response to part B. This table comgares the changes First Class

Automation letters and Standard Regular Machinable letters from TY06 to TY08.

The table below displays the information in the same manner as |

Rate Category 6.1 Direct 6.1 Direct 8.2 Support 6.2 Support 74 7.2 10 Rural | Total
(letter shaped) Casing Non-Casing Burdened on Burdened on | Delivery Delivery
Office Strest Activity Support
FC Auto 3.6% 1.2% 1.6% -0.1% 0.9% 0.1% 1.2% 8.4%
Std RegMach | -0.7% 0.5% 0.0% -0.1% 0.5% 0.1% 1.5% 1.9%
D. The table below displays the information in the same manner as |
explained in my response to part B. As the table shows, a large portion of the
decrease in unit delivery costs is due to a sharp reduction in Direct Casing costs.
Rate Category 6.1 Direct 6.1 Direct 6.2 Support 6.2 Support 71 1.2 10 Rural | Total
(lotter shaped) Casing Non-Casing Burdened on Burdened on | Delivery Detivery
Office Street Activity Support
FC Non-auto -21.9% 0.6% -5.7% -0.1% 0.5% 0.1% 58% |[-323%
E. After | made my changes to the table provided in the question, the
percentage change in delivery costs for Standard Non-Machinable letters is -27
percent. The table below displays the factors responsitle for the decreased unit
costs in the same manner as my response to part B. As the table indicates, a
large portion of the decrease in unit delivery costs is due to the sharp reduction in
Direct Casing costs.
Rate 8.1 Direct 6.1 Direct 6.2 Support 8.2 Support T1 7.2 10 Rurai | Total
Category Casing Non-Casing Burdened on Burdened on | Delivery Delivery
(lotter Office Street Activity Support
shaped)
Standard -20.0% 0.2% -5.3% -0.1% 0.2% 0.0% 2.0% |-27.0%
Non-Mach
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F. The table below compares the changes in unit delivery costs for First

Class Presort letters and Standard Regular in the same manner as my response

to part B.
Rate Category 8.1 Direct 6.1 Direct 6.2 Support 6.2 Support TA 72 10 Rural | Totai
{letter shaped) Casing Non-Casing Burdened on Burdened on ! Defivery Delivery
Office Street Acthvity Support
FC Presort 1.7% 1.1% 1.0% -0.1% 0.8% 0.1% 0.7% 5.3%
Standard ~-3.0% 0.5% -0.6% -0.1% 0.5% 0.1% 0.7% -1.9%
Regular
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MMA/USPS-T30-18

Please refer to your responses to Interrogatory MMA/USPS-T30-6 where you
provide a breakdown of delivery costs for First Class letters by indicia. That
answer indicates that the TY 2008 unit delivery costs per originating piece for
stamped letters, metered letters and other letters are 7 608 cents, 8.316 cents
and 5.300 cents, respectively.

A. Please confirm that the unit costs you provide are not directly comparable
in that you cannot conclude that it costs more to deliver a metered letter
than a stamped letter simply because the number of originating pieces
that do not incur delivery costs (i.e_, such pieces are delivered to a post
office box) may not be proportional for each category of letters. If you
cannot confirm, please expiain.

B. Given your reported resuits, is it likely that stamped letters cost more to
deliver than metered letters? Please explain your answer.

C. Please compare your First Class single piece unit delivery costs by indicia
to your response to Interrogatory MMA/USPS-T16-6 in R2005-1,
particularly where you have provided the BY 2004 unit delivery cost for
cost segment 6.1. Why has the unit delivery cost for “other” letters
decreased by 76%, from 2.21 cents to 53 cents, between BY 2004 and

BY 20057
Response:
A | agree that the unit delivery costs derived in response to MMA/USPS-

T30-6 are affected by the percentage of originating volume that is delivered by
city and rural carriers. However, | think the unit costs are in some sense stifl
comparable, since both are the ratio of volume variable costs incurred in cost
segments 6, 7, and 10, to orniginabng volume.

B. No. Please note that | have revised my response to MMA/USPS-T30-6.
My revised resuilts in the table below show that the unit cost (per originating
piece) is less for stamped letters than for metered letters. Therefore, | do not

conclude that stamped letters cost more to deliver than metered lefters.
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First Class Single Piece TYO08 Unit Delivery Cost

(per onginating piece)

Cents
Stamped Letters 7.613.
Metered Letters 7.960
"Source: MMA/USPS-T30-6 (revised)
C. My revised resuits are included in the table below. The unit casing costs

for ‘Other Letters’ differs by -0.43 cent or, equivalently, a 19.5 percent decrease
from BY04. Since the delivery costs and oniginating volume for ‘Other Letters’
dropped by more than fifty percent between BY05 and BYO04, | find it difficult to

explain changes in unit costs that have occurred.

First Class Single BY05 BY04
Piece 6.1 6.1
upC unDc
(Cents) | (Cents)
Stamped Letters 1.834 1.631

Metered Letters 2.037 2.106

Other Letters 1.777 2.206

"Source: MMA/USPS-T30-6 (revised) and MMA/USPS-T16-6 (Docket R20105-1)
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MMA/USPS-T30-19
Please refer to your response to Interrogatory MMA/USPS-T30-2. Part (C) of
that question asked you to provide unit delivery costs per delivered letters for
various categories off First-Class letters.
A. Please provide the source and derivation of each of the cost figures
shown in your table.
B. Please provide the source and derivation of each of the volume figures
that you used in order to compute the unit costs as shown in your table.
C. Please explain why it might cost the same to deliver a Mixed AADC
Automation letter (4.464 cents) and a 5-digit Automation letter (4.464
cents).
D. Please explain why it might cost more to deliver a single piece metered
letter (15.23 cents) than a single piece stamped letter (12.64 cenis).
E. Please explain why it might cost more than three times as much to deliver
a single piece metered letter (15.23 cents) as il costs to deliver an
automation letter (4.55 cents).
Response:
A.and B. Refer to the attached workbook for the sources and dernvations for
the underlying figures from the table provided in response to MMA/USPS-T-
30-2(C). The unit delivery costs in the attached spreadsheet were derived
using the DPS percentages from the theoretical model rather than the DPS
percentages from the carrier systems {(otherwise all rate categories within
automation would have the same unit delivery costs}. One important result
from using this method is the test year costs for First Class automation/non-
automation ik in the attached workbook will not equal the test year costs for
First Class automation/nonautomation in USPS-LR-L-67.
B. Not applicable.
C. The delivery costs provided in the workbook for part A of this question

(just the numerators) were derived using the methodology employed in

Docket R2005-1, which relied on DPS percentages derived from a theoretical

REVISED 8/15/06
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model. Since the carrier systems do not record mail volume at the rate
category level within First Class Automation, the reiative unit delivery costs
rely solely on the DPS percentages from the model The higher the DPS
percentage, the lower the unit delivery cost. The DPS percentages based on
this model are 80.07 and 80.18 for Mixed AADC and 5-digit automation letters
respeclively. Therefore, the unit delivery costs for 5-digit automation letters is
slightly lower than for Mixed AADC letters. Carrying out the division to a finer
level of precision than | provided in response to MMA/USPS-T30-2(C)
produces unit delivery costs of 4.751 cents for Mixed AADC and 4.744 cents
far 5-digit automation letters.

D. My response to MMA/USPS-T30-2(C) is being revised. It provided unit
costs per delivered piece for single piece and metered letlers. not stamped
letters. The table below provides the unit costs {per delivered piece} for First
Class single piece, stamped, metered, and other leiters.

Since neither carrier system captures volume for First Class metered
letters separately from other First Class Single Piece letters, the unit delivery
costs rely solely on the 6.1 Direct Casing Costs recorded by the In-Office
Cost System (IOCS). The higher the unit direct casing costs (per delivered
piece) the higher the unit delivery costs. The test year unit casing costs and

delivery costs for Single Piece, stamped, metered, and other letters are

provided in the table below.

REVISED 8/15/06
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First TY 6.1 Direct | TY City Unit TY6.1 Cost UDC TY {per City

Class Casing Cost Volume (per City Volume) + Rural Volume)
Cents Cents

Single | $693,361 15023144 4615 {12840

Piece

Stamped | $398,267 8.964 238 | 4.443 72441

Metered | $268,072 5,431,109 4936 © 13.008 -

Other $27.022 627,797 4304 12.282 J

The unit delivery costs, derived in this manner, for metered letters are

more than for stamped or other letters because the unit direct casing costs

are higher for metered letters than for stamped or other letters.

E. After my revision to the unit delivery cost {per delivered piece) for metered

letters, the relevant unit costs are 13.008 and 4.650 cents for metered and

automation letters, respectively. The resulting ratio of unit costs of metered

letters to automation letters is 2.80, rather than greater than three. The table

below illustrates the test year unit costs by subcomponent (with piggybacks

included) which shows that a large portion of the difference can be found in

6.1 direct casing (2.583 cents) and 7.1 delivery activity {3.468 cents). The

difference in casing costs is probably due to automation letters having a

higher DPS percentage than metered letters. The disparity in delivery activity

costs can be explained by the collection costs incurred by metered letters and

not by automation letters.
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Posed by the Major Mailers Association

Rate Category | 6.1 6.1 Direct Non- 6.2 Support 6.2 Support 71 7.2 10 Rural | Total
{fetter shaped) Direct Casing Burdened on Burdened on | Delivery Delivery {Cents)
Casing Office Street Aclivity Support
etered 3.753 0.677 1.248 0.200 5213 0.686 1.232 13.008
v Auto 11170 0.197 0.387 0.069 1.745 0.214 0.867 4650 !
Difference 2.583 0.480 0.861 0.131 3.468 0.472 (.365 8 358
{Met-Aulo) SN E

REVISED 8/15/06
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Worksheet
UDC Summary

Function
Table with TY08 Unit Delivery Costs per Deiivered Piece for Requested Categories

UDCMMA1S Dervation of Unit Costs to answer Interragatory MMS/USPS-T30-19

T¥PresortletlersUSPS Dervation of Test Year Unit Delivery Costs for Presorted Letters by Rate Category
BYPresoriLettersUSPS Cerivation of Base Year Unit Delivery Costs for Prescrled Letters by Rate Category

RuralBY Derivation of Base Year Rural Delivery Costs.

Casing Calculates casing cost per piece based on aggregate DPS percentage for First Class Presort

Re.sed Response to MMA/USPS-T30-19

Revised August 15, 2006
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TYG8 UDC
Per

Delivered
Category Piece Cents
FC Single Piece 12.640
FC Metered 13.008
Nonautomation 4.586
Automation 4.650
Mixed AADC 4.751
AADC 4 589
3 Digits 4.516
5 Digits 4.744

Revised Response to MMA/USPS-T30-19
Revised August 15, 2006
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TY Costs TY!BY Voiume TY Orig Vol BY RPW Volume City BY Voiuma Rural BY Volume City TY Volume Rural TY Yolume City + Rural $ CostiDeliversd:

Column n 2) 3 (4) {5 16) 7 n (9) 10
Source LR-67 '28ummary TY LR-87 ‘25ummary TY' LR-67 'SummaryBY' LR-67 '90¢liveryVolumes LR-67 '30sltveryVolumas’

Derivation (3114 [5)7(2) {6)'12) (7)+'(8) (9
Single Piece 3 £.675.500 0 87988155 34594230 36T LN 17574 053 5.983.381 15023144 6. 144 548 21167692 § 0 12840
Melered $ §95 455 087988155 12,506 408 14213740 §.172.545 2.524 605 5431108 2221.38) 7652482 % 0 13008
Nonautomaucn % 70.482 Q98619516 1.715.306 1.736.317 3,082 466 a75.921 1.067.523 469.351 1.536.674 § 0 04586
Automation $ 1.806 671 G 98613515 45 787 558 46.408 216 28.882.218 12.698.469 28.483.503 12.523.168 41006672 § 0 04650
Mixed AADC 3 120,699 098618516 2835579 2875272 1.789.428 786,747 1764726 775 887 2540612 § 004751
AADG 3 101.383 0 98618518 2,465,848 2.500.365 1 556,106 684,163 1.534.624 674,719 2209342 § 0.04589
3 Digits 3 914 110 0 98619516 22,592,733 22,908 988 14 257,440 6.768 487 14.060.619 6,181,346 20,242,565 § 004516
S Digits $ 731.415 098619516 17.208,781 17 448671 10,659 827 4774674 10.709 909 4,708,760 15418669 § 004744
Presort Total $ 1.977.153 098619516 47,482 §64 48,147 513 29.964 684 13,174,390 28551026 12.992 520 42,543 546 § 004647

Notes - Columns

(1) In USPS-LR.L-67 Test Year Costs are only avallabie for FC Single Piece Autn and Non Auio

For rale categories within FC Presort. the test year costs come trom worksheet ‘TestrearProsort Letters wilhin tris workbook
FC Metered 'TY costs come from the response to MMA/USPS.T-30-6 (revised)

(3) 7C Single Piece Malered volume is denved by laking the ratio of TY FCSPBYFC SP * BYFCMat
(3) TYVol for Rate Categories within FC Prescrt are denved similarly TYFCPS/BYFCPS *BYFCPS {Rate Catyj

(Stand (6) City and Rural Volumae for Auto/Non-Auto ang rate calegones within Aulo the RPW ratio was used

[Sjéﬁq (@)_'_Sl}]grerrFC Metered \{‘é\ﬁme not -gs'umated by carner systems volume 15 estimaten with FC Singie Piece ratio

Revsed Rasponse 1o MMA USPS 13019
Revised August 15 2006
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Response of Postal Service Witness Kelley to Interrogatories Posed by the Major
Mailers Association

MMA/USPS-T30-20
Please refer to your response to Interrogatory MMA/USPS-T30-7, specifically

where you acknowledge the anomaly suggested by Part (e) and your explanation
in Part (f). Please explain why you feel it is appropriate to rely on this data for
your purposes of deriving DPS %s for First Class Automation and
Nonautomation lefters when the volume of Nonautormnation letters is clearly
outside the bounds of reasonableness?

Response:

Given the inherent difficulties in post hoc identification of letters as either
Automation rate versus Non-Automation rate, any procedure to disaggregate
costs along this dimension will face significant challenges. | felt that the best
option available to me was to use the DPS percentages from the carrier systems,
as opposed 1o a theoretical model, for two reasons. First, the Postal Service no
longer believed that the model used to derive DPS percentages was valid.
Secondly, the consolidation in the instant docket (as compared with Docket No.
R2005-1) of unit delivery costs to a higher tevel of aggregation, separate costs
for First Class Auto/Non-Auto only, permitted me to use the information collected
on city and rural routes which is specifically designed to allocate city street
delivery costs and all rural delivery costs to classes of mail. | viewed as

beneficial the ability to confine my analysis to data collected by the carrier cost

systems, rather than having to rely on estimates from another source,
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Response of Postal Service Witness Kelley to Interrogatories Posed by the
Major Mailers Association

MMA/USPS-T30-21

Please refer to your response to Interrogatory MMA/USPS-T30-17. In your
response you isolate and identify which delivery cost segments have changed
significantly from the test years in R2005-1 and R2006-1.

A. In your response to Part (B}, you note that cost segment 6.1 (direct casing)
appears to increase by 3.6% for First-Class presort but just 0.5% for First-Class
single piece. Can these results be explained by some specific phenomenon, for
example, a change in the way cost data was collected or a significant change in
the number of letters that can be delivery point sequenced (DPSed), or simply
the result of unanticipated year to year fiuctuations in the make-up of mail and/or
the manner in which the Postal Service processes the letters for delivery? Please
explain your answer.

B. In your response to Part (C), you note that cost segment 6.1 (direct casing)
appears to increase by 3.6% for First-Class Automation but decreases by 0.7%
for Standard Machinable Can these results be explained by some specific
phenomenon, for example, a change in the way cost data was collected or a
significant change in the number of letters that can be DPSed, or simply the
result of unanticipated year to year fluctuations in the make-up of mail and/or the
manner in which the Postal Service processes the letters for delivery? Please
explain your answer.

C. In your response to Part (F), you note that cost segment 6.1 {direct casing)
appears to increase by 1.7% for First-Class Presort but decreases by 3.0% for
Standard Regular. Can these results be explained by some specific
phenomenon, for example, a change in the way cost data was collected or a
significant change in the number of letters that can be DPSed, or simply the
result of unanticipated year to year fluctuations in the make-up of mail and/or the
manner in which the Postal Service processes the letters for delivery? Please
explain your answer.

Response
A. My response to Interrogatory MMA/USPS-T30-17 (B) compared the change
in unit delivery costs between First Class Presort Automation and First Class
Single Piece letters. When comparing those two rate categories, the 6.1 direct
casing costs increase by 3.6 and 0.5 percent for First Class Presort Automation
and First Class Single Piece letters respectively.

The 3.6 percent increase in 6.1 direct casing costs for First Class Presort
automation letters must be analyzed in conjunction with the 1.7 percent increase

in 6.1 direct casing costs for First Class Presort autornation and non-automation
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Response of Postal Service Witness Kelley to Interrogatories Posed by the
Major Mailers Association

letters combined. The reason the percentage increase was higher for the
automaticn rate category (and lower for the non-automation category) is due to
the different estimated DPS percentages for automation letters used for the two
years. USPS-LR-L-67 uses the DPS percentages to partition First Class Presort
letter 6.1 costs to rate categories. In Docket No. R2005-1, the DPS percentage
for First Class automation lefters was 83.38 percent and in Docket No. R2006-1
the corresponding DPS percentage was 76.71 percent (0.9 x 85.24%). The
lower DPS percentage causes a higher proportion of First Class Presort letter
costs being aliocated to automation letters this year as opposed to last year.

The 0.5 percent change in 6.1 direct casing costs for First Class Single
Piece letters is small enough that it appears to me to be within the expected year
to year sampling variation.
B. My response to part A, addressed the reason for the increase in First Class
Presort Automation 6.1 direct casing costs. My understanding is that the
reduction in 6.1 direct casing costs for Standard Regular Machinable letters may
be explained by the introduction of the IOCS redesigned data collection
instrument. Witness Bozzo (USPS-T-46) discusses this issue further on page 38
of his direct testimony.
C. 1 assume that nature of your question is to seek an explanation on why the
year to year change in 6.1 direct casing costs are moving in opposite directions
for First Class Presort and Standard Regular letters. Both of these changes are
rather small, but | will try to provide plau "ble explanations for each separately. !

suspect that the 1.7 percent increase in First Class Presort direct casing costs is
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Response of Postal Service Witness Kelley to Interrogatories Posed by the
Major Mailers Association

likely within the expected year to year sampling variation. My understanding is
that the three percent decrease in casing costs for Standard Regular letters may
be explained by the infroduction of the 10CS redesigned data collection
instrument. Witness Bozzo (USPS-T-46) discusses this issue further on page 38

of his direct testimony.
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Response of Postal Service Witness Kelley to Interrogatories Posed by the
Major Mailers Association

MMA/USPS-T30-22

Please refer to your response to Interrogatory MMA/USPS-T30-18, which asked
you about your original response to Interrogatory MMA/USPS-T30-6, where you
showed, among other things, that, for TY 2008, the unit delivery cost per
originating piece for stamped letters (7.608 cents) is lower than the comparable
unit delivery cost for metered letters (9.316 cents). On July 12, 20606, you filed a
revised response to interrogatory MMA/USPS-T30- 6 showing that, for TY 2008,
the unit delivery cost per originating piece for stamped letters (7.613 cents) is
lower than the comparable unit delivery cost for metered letters (7.960 cents).
Based on those revisions, in response to Part B of MMA/USPS-T30-18 you state
that you do not conclude that Single Piece stamped letters cost more to deliver
than metered letters. Can you now confirm that stamped letters cost less to
deliver than metered letters? If yes, please support your answer. If no, please
explain why not.

Response

The fact that the unit delivery cost, per originating piece, for stamped
letters is less than for metered letters leads me to conclude that it costs less to
defiver stamped letters than metered letters. Speculating further on a possible
reason for this result, | suspect that a smaller proportion of stamped letters are
delivered by city and rural camers than metered letters. | envision a large portion
of metered mail originating with businesses being sent to residences or other
businesses. My view is that bill payments represent a significant portion of
stamped volume, and often are delivered to post office boxes, thus not incurring
delivery costs. However, since the city and rural carrier cost systems do not
distinguish between stamped and metered volume, my supposition cannot be

verified.
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Response of Postal Service Witness Kelley to Interrogatories Posed by the 3388

Major Mailers Association

MMA/USPS-T30-23
In response to interrogatory MMA/USPS-T30-19 (C) you state “[tlhe unit delivery
costs, derived in this manner, for metered letters are more than for stamped or
other letters because the unit direct casing costs are higher for metered letters
than for stamped or other letters.” Please explain why the unit direct casing costs
are higher for metered letters than for stamped letters. Do you believe these
results are reasonable? If yes, please explain why. If no, please expiain why not.
Response

| don't know. For the purposes of responding to this question, | wili
specuiate on a possible reason that the unit direct casing costs for metered

N I

letters are higher than for stamped letters. | suspect that a derger proportion of
stamped letters are delivered by city camers than metered letters. | envision a
large portion of metered mail onginating with businesses being sent to
residences or other businesses. My view ts that bill payments represent a
significant portion of stamped letters, and often are delivered to post office boxes,
thus not incurring carrier casing costs. | conclude that there are more metered
letters for city carriers to case, and as a result the unit casing cost per onginating
piece is higher for metered letters than stamped letters. However, since the city

camer cost system does not distinguish between stamped and metered volume

delivered by city carmiers, my supposition cannot be verified.



Revised Response of Postal Service Witness Kelley to Interrogatories
Posed by the Major Mailers Association

MMA/USPS-T30-25

Please refer to your revised response to interrogatory MMA/USPS-T30-2. In that
revised answer you show that, if a letter is delivered by a city or rural carrier, it
costs the Postal Service 13.01 cents to deliver a First-Class metered letter and
4.55 cents to deliver a First-Class automation letter.

A. Please confirm that, on average, a single piece metered leiter costs 8.46
(13.01 — 4.55) cenls more to prepare for delivery and deliver than a First-

Class automation letter. If you cannot confirm without gualification, please
explain.

B. Please confirm that on average, 89.6% of First-Class automation letters are
delivered by city or rural carriers. {See your response to MMA/USPS-T30-11). If
you cannot confirm, please explain.

C. Please confirm that of the 8.46 cent difference between the cost of preparing
for delivery and delivering a First-Class singte piece metered letter and the
comparable cost for a First-Class automation letter, 89.6% of the difference, or
7.58 cents, is the resuit of delivery cost differences and 10.4% of the difference
or 0.88 cents is due to the fact that 10 4% of automation letters do not require
delivery service. If you cannot confirm, please explain.

Response

A_ Not confirmed. My interpretation of “prepare for delivery and deliver” is that
coltection costs should be excluded. However, the 13.01 unit cost for metered
letters, per delivered piece, includes collection costs. The unit collection cost for
metered letters per delivered piece is approximately 4.22 cents. Subtracting the
unit collection cost from the total delivery cost equals a unit cost of 8.79 cents "to
prepare for delivery and deliver” metered letters. Comparing this cost with the
4.65 (revised August 15, 2006) cents for First Class automation letters (which
incur no collection costs) gives a difference of 4.14 cents between the two
delivery (without collection) costs.

B. Confirmed.

C. Not confirmed. The unit costs of 13.01 and 4.65 (revised August 16, 2006)

cents for metered and automation letters respectively are per delivered piece. If

REVISED 8/15/06
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Revised Response of Postal Service Witness Kelley to Interrogatories
Posed by the Major Mailers Association

these figures were per originating piece, then differences in the proportion of
delivered pieces between the two categories might explain part of the
discrepancy. Since these are per delivered piece, however, | do not see how the
differences between the unit costs can be divided between the delivered and

non-delivered proportions.

REVISED 8/15/06



Response of Postal Service Witness Kelley to interrogatories Posed by the
Major Mailers Association

MMAJ/USPS-T30-26

Please refer to the attachment to your July 12, 2006 revised response to
Interrogatory MMA/USPS-T30-6 and the following explanatory statement on the
cover of that response: The response to MMA/USPS-T30-6 is being revised
because the in [sic] original response, information Based indicia (IBl) volume was
included with ‘Other Letters,’ but the costs were included with ‘Metered Letters’.
in the revised response, both the costs and volumes associated with iBl are
included with ‘Metered Letters’.

A. When you provided a similar response to R2005-1 Interrogatory MMA/USPS-
T16-6, please confirm that iBl volumes were included with ‘Other Letters’. If no,
please indicate where Bl volumes were included and why it was done that way.
B. When you provided a similar response to R2005-1 interrogatory MMA/USPS-
T16-6, were |Bl costs included with ‘Metered Letters’ or with ‘Other Letters'?

C. When you provided a similar response to R2005-1 Interrogatory MMA/USPS-
T16-6, was that response accurate or should you have made the same
modifications to the IBI volumes that you have made in your revised response to
Interrogatory MMA/USPS-T30-67

Response

A. Confirmed. In my response to MMA/USPS-T16-6 (Docket No. R2005-1), |
included 1B} voiume with ‘Other Letters’.

B. in my response to MMA/USPS-T-16-6 (Docket No. R2005-1), 1Bl costs were
included with ‘Metered Letters'.

C. My response to MMA/USPS-T16-6 (Docket No. R2005-1) was incorrect. The
same modifications to my response that | made to my revised response to
MMA/USPS-T30-6 (Docket No. R2006-1) would have been applicable in that

docket as well.
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Response of Postal Service Witness Keiley to interrogatories Posed by the
Major Mailers Association

MMA/USPS-T30-27

Please refer to your response to Part A of Interrogatory MMA/USPS-T30-18
where you state that you think that two delivery costs per originating piece are
comparable “in some sense” even if some portion of the onginating pieces does
not incur delivery costs. Please assume that there are two categones of letters:
Category A has a unit delivery cost per originating letter of 5 cents and Category
B has a unit delivery cost per originating letter of 7 cents. The percentage of
pieces that are actually delivered by city and rural carmers are different.

A. Which category of letters, A or B, costs more to deliver? Please explain your
answer.

B. Now please assume that 60% of Category A letters are actually delivered by
city and rural carriers while 90% of Category B letters are actually delivered by
city and rural camriers. Under this assumption, please confirm that the unit cost to
deliver letters in Category A is 8.3 cents and the unit cost to deliver letters in
Category B is 7.8 cents. If you cannot confirm, please explain.

C. Under the assumption in Part (B), which category of letters, A or B costs more
to deliver. Please explain your answer.

D. Please explain in what “sense” the unit delivery costs per originating piece are
comparable.

Response

A. On a unit basis per originating letter, Category B lelters cost more to deliver.
B. If your unit delivery costs are per delivered piece, then | confirm.

C. Per originating letter, Category B letters costs more to deliver. In terms of
total cost, | cannot tell without knowing the originating volume for each category.
D. Unit delivery costs per originating piece are comparable since both are the
ratios of volume variable delivery costs (cost segments 6, 7, and 10) to

originating volume.
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Response of Postal Service Witness Kelley to Interrogatories Posed by the
Major Mailers Association

MMA/USPS-T30-28

Please refer to your response to Interrogatory MMA/USPS-T30-13. That
interrogatory referred you to R2006-1 Library Reference USPS-LR-L-67, book
UDCModel. USPS. xls, sheets 2.Summary TY and 11.Summary BY and your
response to R2005-1 Interrogatory MMA/USPS-T16-13. You were then asked to
provide a table, similar to the one you provided in R2005-1, showing delivery
costs for First Class single piece letters with collection costs removed for

R2006- 1 BY 2005 and TY 2008. Instead of providing the requested table, your
response provided the results and instructions on how to derive them. As part of
informal discussions to clarfy your instructions, MMA received the attached table
(MMA 13 rewrite collect.xls) from USPS counsel.

A. Please confirm that the attached table was prepared by you or under your
direction and supervision.

B. Please confirm that the table accurately shows, for R2006-1 BY 2005 and TY
2008, collection costs for First Class single piece letters, flats, and parcels, and
the total and unit delivery costs without collection costs by shape.

Response
A. Confirmed.

B. Confirmed.
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Response of Postal Service Witness Kelley to interrogatories Posed by the
Newspaper Association of America

NAA/USPS-T30-1: In Library Reference L-67, please refer to the sheet labeled
UDCModel. USPS.xIs, Distributed City Carrier In-Office Direct Costs Without
Piggybacks.” Please define the term “WSS-Saturation” as used therein. In
particular, please state whether that definition is the same as the definition for
saturation mail eligible to use detached address labels found in DMM Section
602.4.1.2.

Response

WSS-Saturation is a rate category within the subclass Enhanced Carrier
Route (ECR). "ECRWSS” is the marking required on mail pieces that pay the

ECR Saturation rate. WSS-Saturation, as it is used in the spreadsheet

referenced in the question, refers to all shapes that qualify for the saturation rate.

However, DMM Section 602.4.1.2 discusses the requirements for saturation flat
mailings to be accompanied by Detached Address Labels (DALs). My
understanding is that the ECR saluration density requirement is the same for
letters and parcels as it is for flats {mailing must be delivered o either seventy-
five percent of all addresses or ninety percent of residential addresses on a

carrier route).
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Response of Postal Service Witness Kelley to Interrogatories Posed by the 6

Newspaper Association of America

NAA/USPS-T30-2: In Library Reference L-67, please refer to the sheet labeled
UDCModel USPS . xis, Distributed City Carrier In-Office Direct Costs Without
Piggybacks.” Please define the term "ECR Non-Saturation” as used therein.
Response

ECR Non-Saturation includes all rate categories within the subclass ECR
other than Saturation. Specifically, ECR Non-Saturation, as used in the

spreadsheet referenced in the question, includes the rate categories Basic,

Automation Basic, and High Density within the subclass ECR.



Response of Postal Service Witness Kelley to Interrogatories Posed by the
Newspaper Association of America

NAA/USPS-T30-3: Please confirm that in Library Reference L-67, the sheet
labeted UDCModel . USPS.xlIs, Distributed City Carrier In-Office Direct Costs
Without Piggybacks,” High-Density mail would be considered "ECR Non-
Saturation.” If you cannot confirm, please explain why not.

Response

Confirmed.
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Response of Postal Service Witness Kelley to Interrogatories Posed by the
Newspaper Association of America

NAA/USPS-T30-4: Footnote 6 to your testimony references the testimony of
Postal Service withess Thomas Shipe from Docket No. R80-1. Does your
testimony rely on Mr. Shipe's testimony from that case for any other purpose
than that for which footnote 6 is the citation?

Response

No.
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Response of Postal Service Witness Kelley to Interrogatories Posed by the
Newspaper Association of America

NAA/USPS-T30-5: Please refer to page 12, lines 3 through 6, of your testimony:
a. Please identify the "federal law” to which you refer.

b. Please explain why you choose to reduce your assumption of the number

of rural route mailings that use simplified addresses from 20 percent to three
percent, rather than by some other amount.

c. Please explain why no corresponding adjustment is made for city carrier
costs.

Response

a. The federal law | referred to in my testimony was the DECEPTIVE MAIL
PREVENTION AND ENFORCEMENT ACT, Public Law 106-168, amending 39
U.S.C. §3001.

b. In the instant docket, | reduced my estimate of DALs with simplified
addresses based on three factors: 1) the federal law referenced in my response
to part a.; 2) the magnitude of DALs impacted by the law referenced in part a.;
and 3) several field visits to rural post offices, which produced very few
observations of DALs with simplified addresses.

C. No adjustment was made for city carrier costs because simplified

addresses are not permitted for ECR mail delivered on city routes.
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Response of Postal Service Witness Kelley to Inlerrogatories Posed by the

Newspaper Association of America

NAA/USPS-T30-6: Please refer to page 2, lines 7-12 of your testimony. You
state that your testimony “updates the analyses done in library reference USPS-
LLR-K-67 in Docket No. R2005-1."

a. Please confirm that you were the witness responsible for USPS-LR-K-67

in Docket No. R2005-1.

b. Please confirm that in USPS-LR-K-67 Revised xls, cells G67, G68, and G69
of worksheet “Tabie 1,” you estimated flats delivery costs for Standard ECR
Basic, High Density, and saturation separately.

c. Please confirm that in USPS-LR-L-67, cells G45 and G46 in worksheet
“1.Table 17 of workbook "UDCModel USPS xIs™, you do not estimated costs for
Standard ECR and High Density ECR separately, but instead include them in
“ECR Non-Saturation.”

d. If you cannot confirm (b) or (c), please explain why not.

e. Why did you change the way in which you estimated carrier delivery costs?
f. Please provide separate estimates of unit delivery costs for Standard ECR
Basic and High Density in the manner that you presented them in Docket No.
R2005-1.

Response

a. Confirmed.

b. Confirmed.

C. Partially confirmed. The cell references in Table 1 of

UDC .Model USPS xIs are C45 and G45 for ECR Nen-Saturation letters and flats
respectively.

d. Not applicable.

e. After discussions with rate design personnel. it was made clear to me that
aggregated ECR Non-Saturation unit delivery costs, as presented in USPS-LR-L-
67, were sufficient for their purposes. As a result, | decided to combine all of the
ECR Non-Saturation rate categories, by shape, into average unit delivery costs.

f. The requested unit delivery costs are contained in the table below.



Response of Postal Service Witness Kelley to Interrogatories Posed by the

Newspaper Association of America

Rate Category

TYO08 Unit Delivery

Cost (Cents)

ECR Basic Flats

7.325

ECR High Density Flats

5.303

3401



Response of Postal Service Witness Kelley to Interrogatories Posed by the
Newspaper Association of America

NAA/USPS-T-30-7: Please refer to “Table 1: Test Year Unit Delivery Costs” in
your testimony and to Table 1: Test Year FY2006 Unit Delivery Costs from your
2005 testimony (Docket No. R2005-1, USPS-T-16, second revision). Note that
the unit delivery cost for Standard Enhanced Carrier Route High Density flats
was estimated at 4.609 cents in your 2005 testimony as revised.

a. Please confirm that in your testimony in this case, the Test Year unit delivery
costs for Standard ECR High-Density mail are included in "ECR Non-Saturation
flats.” If you cannot confirm, please explain where such a figure is presented.

b. Please confirm that the Test Year unit delivery cost for Standard “ECR Non-
Saturation” flats in your testimony is estinrated to be 7.083 cents.

c. Please confirm that the estimated unit delivery costs for Standard ECR High
Density mail has increased from 4.609 cents in your R2005-1 testimony (where
presented separately) to 7.083 cents in your current testimony (as part of “Non-
Saturation”), an increase of 2.474 cents.

d. Please identify the source(s) of the cost increase in (c).

e. Please explain why estimated delivery costs for Standard ECR High Density
flats have increased by 2.474 cents while the estimated unit detivery costs for
Standard Basic and saturation flats have increased by only 0.94 cents and 1.05
cents respectively. [n particular, what factors unigue to High Density flats would
cause such a disproportionate increase in cost?

Response

a. Confirmed.

b. Confirmed.

C. Not Confirmed.

d. The unit delivery costs | was asked to evaluate in part ¢. of this question

are not comparable. A valid comparison can be made from the unit delivery cost
of ECR High Density flats from the previous docket to the instant docket. In
R2005-1 the unit delivery cost was 4.609 cents and, as shown in the table below,
it is 5.303 cents in the instant docket. The difference between the two unit costs
is approximately 0.7 cent, which is explained by the 0.3 cent higher unit casing
costs for base year 2005 as compared with 2004. After in-office support and

piggybacks are applied to the higher casing costs, it accounts for 0.6 cent of the
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Response of Postal Service Witness Kelley to interrogatories Posed by the
Newspaper Association of America

0.7 cent difference in unit delivery costs. The difference in rural costs explains
the remaining 0.1 cent difference between the two unit delivery costs.

e. Since the table below shows that the unit delivery costs for ECR High
Density flats has not risen more than either ECR Basic or Saturation flats, your

question is no longer applicable.

3403

| Rate Category | TY08 Unit TY06 Unit Defivery | Difference | Change
Delivery Cost | Cost (Cents) TY08-TY06
(Cents) s
ECR Basic Flats 7.325 6.143 1.182 ‘ 19% ’
ECR High Density Flats 5.303 4.609 0.694 15%
ECR Saturation Flats 5213 4163 1050 25%



Response of Postal Service Witness Kelley to Interrogatories Posed by the
Newspaper Association of America

NAA/USPS-T30-8:

Please refer to your response to NAA/USPS-T30-6(f), and to city and rural
delivery costs as provided in USPS-LR-L-67, UDCModel USPS, tab "2.summary
TY". In your response to NAA/USPS-T-30-6(f) you provided deaveraged unit
delivery costs for ECR Basic flats and ECR High Density flats. Please provide
delivery costs for ECR Basic, High Density, and Saturation letters and fiats that

are disaggregated between city and rural delivery.

Response

The two tables below have the requested information.

ECR Letters | TY Volume | TY City | TY Rural | TY Unit | TY Unit TY Unit
(000) Costs Costs City Rural Delivery
(000) (000) Cost Costs Cost
{Cents) {Cents) {Cents)
Basic 4143769 | $149,959 | $65.279 | 3.619 1.575 5.194
High 660,947 | $ 20,191 | $ 6,900 | 3.055 1.044 4.099
Density : !
Saturation 4,488,066 | $115329 | $28.497 2570 ' 0635 3205 !
ECR Flats | TY Volume | TY City | TY Rural | TY Unit TY Unit | Unit |
(000) Costs Costs City Rural l Delivery |
(000} {000) Cost Costs Cost
{Cents) (Cents) : (Cents) !
Basic 13,893,961 | $687,805 | $329,933 | 4.950 2375 17325 ;
High 1,886,024 $67.134 | 332,882 | 3.560 1.743 | 5303 .
Density |
Saturation 10,926,065 | $334,231 1 $235,311 | 3.059 2.154 5213 |
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Response of Postal Service Witness Kelley to Interrogatories Posed by the
Newspaper Association of America

NAA/USPS-T30-9:

Please provide separate city and rural volume data for each of the rate

categories of ECR flats mail.

Response

The table below has the requested information

ECR Flats BY CCCS BY RCCS

Volume' Volume'

(000) (000)
| Basic 8,187,589 4,473,693
| High Density | 1,092,988 452,715
Saturation 6,101,575 1,518,533

Walumes in this table reflect the base year estimales from the respective carmier cost systems. However, the delivery
costs for ECR Flats in USPS-LR-L-67 are derived using lhe cosls from these delivered volumes along with the costs from
the crosswatked parcels {discussed in direct testimony USPS-T-30 page 15) and distributing rural boxholder volume (not

mcluded in table) to flats which is done using the RPW proportions
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Response of Postal Service Witness Kelley to Interrogatories Posed by the 2306

Newspaper Association of America

NAA/USPS-T30-10:

Please refer to USPS-LR-L-67, workbook UDClInputs. USPS.xls, tab “TYVol".

a. Please confirm that the source of Column D, “TY 2008 BR Pieces” can be
found in USPS-LR-L-66, workbook vf_ar.xls, tab "Attachment A”. If you do not
confirm, please advise on the source of the data.

b. Please confirm that the source of cell D11 in "TYVol” is cell T7 in "Attachment
A”. If you do not confirm, please advise on the source of the data.

¢. Please confirm that the source of celt D12 in “TYVol" is cell T8 in

"Attachment A", if you do not confirm, please advise on the source of the data.

d. Please confirm that the source of cell D15 in “TYVol" is cell T41 in “Attachment
A" If you do not confirm, please advise on the source of the data.

e. Please confirm that the source of cell D17 in “TYVol" is cell T58 in “Attachment
A”. if you do not confirm, please advise on the source of the data.

f. Please confirm that the source of cell D18 in “TYVol" is cell T45 in “Attachment
A’ If you do not confirm, please advise on the source of the data.

Response

a. Confirmed.

b. Confirmed.

c. Confirmed.

d. Confirmed.

e. Not Confirmed. Cell D17 of “TYVol” includes commercial and non-profit ECR.
Therefore, it equals the sum of cells T58 and T87 in workbook vf_ar.xls tab
“Attachment A"

f. Not confirmed. Not Confirmed. Cell D17 of "TYVol” includes commercial and
non-profit Standard Regular. Therefore, it equals the sum of cells T45 and T74

in workbook vf_ar.xls tab “Attachment A”.



3407
RESPONSE OF POSTAL SERVICE WITNESS KELLEY (USPS-T-30) TO
PRESIDING OFFICER’'S INFORMATION REQUEST NO. 3

1. In USPS-LR-L-67, witness Kelley refers to an [OCS SAS dataset called
TALLY05V2 SAS7BDAT stating that this dataset was filed in USPS-LR-L-3. The
Postal Service has not filed TALLY0O5V2 SAS7BDAT as part of its Library
Reference USPS-LR-L-8. Please provide a PC-executable copy of
TALLY05V2.SAS7BDAT, the contents of which should maich the number of
observations and variables the Postal Service has already filed as
PRCSAS05.ZIP in USPS-LR-L-9.

RESPONSE:

The IOCS SAS dataset TALLY05V2 SAS7BDAT was a preliminary SAS dataset
of what was filed in R2006-1 as part of USPS-LR-L-9. The final IOCS SAS data set
which was filed with R2006-1 is PRCSAS05 SAS7BDAT, which is included in
PRCSASO05.ZIP as part of USPS-LR-L-9. The PC-SAS program
AnalysisHQ103FY05.CARMM.CasingV4.sas filed as part of the revised USPS-LR-L-
67 runs with the filed IOCS SAS dataset PRCSAS05.SAS7BDAT. This PC-SAS
program replaces AnalysisHQ103FY05.CARMM.CasingV2.sas, which was filed with

the original USPS-LR-L-67, pages 13 through 33.
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RESPONSE OF POSTAL SERVICE WITNESS KELLEY (USPS-T-30) TO
PRESIDING OFFICER'S INFORMATION REQUEST NO. 3

2. On page 5 of USPS-T-30, witness Kelley states, "l assume that ten percent of
DPS letters do require casing ... .” In the workbook UDClinputs. USPS tab
"Inputs” the source for this figure is listed as “DAR.” Does this refer to a Decision
Analysis Report? If so, please provide the germane pages. If not, please
otherwise define "DAR" and provide supporting documentation for the
assumption that 10% of DPS letters require casing.

RESPONSE:

The contents of the cell referenced in the question are incorrect. The contents of
the cell referenced in the question will be deleted as pan of the revised USPS-LR-L-67
As is described in my direct testimony on page 5 line 15, USPS-LR-L-67 does assume
that ten percent of DPS letters require casing. The justification for this assumption is
explained in my testimony and is based on consultations with delivery operations

personnel. The estimate is judgmental, there is no empirical documentation to provide.
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RESPONSE OF POSTAL SERVICE WITNESS KELLEY (USPS-T-30) TO
PRESIDING OFFICER'S INFORMATION REQUEST NO. 3

3. A number of SAS programs and their Excel output spreadsheets have been
listed in USPS-LR-L-67. A printout of the SAS programs is also included in the
same library reference. Please provide PC-executable copies of the SAS
programs and the related spreadsheets listed on page 6 of USPS-LR-L-67 since
these files were not inctuded in the initial filing. Please provide documentation of
all variables not already included in USPS-LR-L-9, and either provide program
flow charts using new file names, or provide a chart showing the correspondence
of old file names with the new PC-executable file names.

RESPONSE:

In conjunction to the response to this question, a revised USPS-LR-L-67 will be
filed. The revised version inciudes a PC executable version of the SAS program
AnalysisHQ103FY05.CARMM.CasingV4.sas, which replaces
AnalysisHQ103FY05.CARMM.CasingV2.sas that was discussed in the initial version
of USPS-LR-L-67. The SAS program had to be modified to run on the IOCS SAS
dataset PRCSAS05.SAS7BDAT that was filed with USPS-LR-L-9
The SAS program AnalysisHQ103FY05.CARMM.CasingV4.sas performs a similar
function to the SAS program ALBCARMM filed with USPS-LR-L-9. The modifications
made to AnalysisHQ103FY05.CARMM.CasingV4.sas so that it can produce the
results needed for USPS-LR-L-67 from USPS-LR-L-9 are described below.

The first modification is how the variable ‘rgroup’ is defined. USPS-LR-L-67 has
three route groups, 1) letter routes (rgroup=1), 2) special purpose routes (rgroup=2),
and 3) route 99 (rgroup=3). The SAS program ALBCARMM only distinguishes between
two route groupings {rgroup = 1 or rgroup = 2) as described in USPS-LR-L-9.

Secondly, AnalysisHQ103FY05.CARMM.CasingV4.sas summarizes costs for

casing activities. 'General Casing’ is defined as one of the three activities: 1) ‘A’ —

Preparing Mail for Sequencing / Loading Ledges; 2) ‘B’ Sequencing/Casing Mail; or 3}



RESPONSE OF POSTAL SERVICE WITNESS KELLEY (USPS-T-30) TO
PRESIDING OFFICER'S INFORMATION REQUEST NO. 3

'C’ Withdrawing/Pulling Down Mail/Strapping Out Mail (From Carrier Case). ‘Pure
Casing'’ is defined as costs associated strictly with activity 'B’ Sequencing/Casing Mail.

Lastly, ECR tallies are labeled by rate category. ECR Saturation tallies are
further defined as DAL and non-DAL. If the carrier is handling a DAL then these are
DAL tallies. If the carrier is handling other ECR Saturation pieces, including host pieces
of DAL mailings and addressed ECR Saturation pieces then these are non-DAL talfies.

The PC-SAS program AnalysisHQ103FY05.CARMM.CasingV4.sas gives the
‘general casing’ and 'pure casing’ costs by ECR rate category for the three route groups
as defined previously (variable rgroup).

The revised version of USPS-LR-L-87 also contains a PC-executable version of
the SAS macros macMxmail.sas which is identical to the Word Version that was filed
on page 33 of USPS-LR-L-67. Along with the macros, the comma delimited (CSV) file
MxMailCodeFY05SPC csv has also been included which is an input to the SAS macros
macMxmail.sas.

The revised version of USPS-LR-L-67 also contains three new workbocks. They
are the following: 1) CARMMO5_KLDetail_3RGrpAll.xis; 2}
CARMMOS KLDetail 3RGrpCasing.xls; and 3)

CARMMO5 KLDetail 3RGrpCasingPure.xls. These are the workbooks that are listed
on page 6 of the original version of USPS-LR-L-67.

Each workbook listed in the preceding paragraph consists of four worksheets

named the following: 1) ‘SumbyClassCode’; 2) ‘PivotTable’; 3) ' CARMMDetail’; and 4)

‘Lookup .
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RESPONSE OF POSTAL SERVICE WITNESS KELLEY (USPS-T-30) TO
PRESIDING OFFICER'S INFORMATION REQUEST NO. 3

The output of the SAS program is contained in the first eight columns of the
‘CARMMDetail’ worksheet. Columns nine and ten consist of formulas based on the
‘Lookup’ worksheet. The worksheet named ‘PivotTable’ summarizes the output data in
‘CARMMDetail' that is used in USPS-LR-L-67 workbook UDCInputs.xls {(worksheets
‘CARMM', ‘CARMMECR’ , 'CARMMCasing, and 'CARMMNewCasing’). The worksheet
'SumByClassCode’ summarizes the output data by the variable ClassCode.

The mapping from the newly filed worksheets to the worksheets within
UDCInputs.xls is the following: CARMMOS__KLDetaiI_ﬁRGrpAIl.xls provides data to
worksheets CARMM and CARMMECR;
CARMMO5_KLDetail_3RGrpCasingGeneral.xls provides data to worksheets
CARMMCasing and CARMMECR; and CARMMO05_KLDetail 3RGrpCasingPure.xls

provides data to worksheet CARMMNewCasing.
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RESPONSE OF POSTAL SERVICE WITNESS KELLEY

TO POIRNOC. 5
[ Table 1 o
A B C j
Volume (000) Letters Flats Parcels
1 RPW 159,750 8,908,484 1,769
2 RCS (without boxholder) 117,215 2,721,016 5434
3 cCs 233,294 5,211,119 32,035
4 Ratio of RCS to RPW 0.239 0.255
5 RCS Adjusted with Boxholder 38,224 2,810,948 452
6 Ratio of CCS to RPW 0.550 0.499
7 CCS Adjusted 87,800 5,387,766 883
8 Delivered Volume 126,023 8,198,714 1,335
9 Ratio of Delivered to RPW 0.7889 0.9203 0.7547

From Workbook "VolAd).USPS.xls"
1 =PeriodicalsVolAdj!C8-11
2 =PeriodicalsVolAdj!G9-11
3 =PeriodicalsVolAd)'D9-11

4 =| etterVols!G9 =ParcelVols!l15
5 =PeriodicalsVolAdj'H9-11+8.RuralCrosswalk'!G12 K12, N12
6 =LetterVoisiFg =ParceVals!H15

u =PeriodicalsVolAdj!E9-11

12.  Please confirm (if not confirmed, please explain):

a.

Response

The Periodical volumes in line 3, “CCS,” are used in the B workpapers' Cost
Segment 6 and 7 distribution key, which distributes volume variable costs by
shape, to class and subclass.

The Periodical volumes in line 7, "CCS Adjusted,” are developed in USPS-
LR-L-67 and used in conjunction with the Periodical Volumes in line 3
("CCS8") to redistribute the existing CCS class costs (developed in part a.) by
shape within the class.

The Periodical volumes in line 2, "RCS (without boxholder),” are used in the
B workpapers’ Cost Segment 10 distribution key, which distributes volume
variable costs by shape, to class and subclass.

The Periodical volumes in line 5, "RCS Adjusted with Boxholder™ are
developed in USPS-LR-L-67 and used in coniunction with the Periodical
Volumes in line 2 ("RCS") to redistribute the existing RCS class costs
(developed in part b.) by shape within the class.

} am assuming that this question refers to information in Table 1.

b. Confirmed.
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RESPONSE OF POSTAL SERVICE WITNESS KELLEY
TO POIR NO. 5

d. Confirmed.



13.
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RESPONSE OF POSTAL SERVICE WITNESS KELLEY
TO POIRNO. 5

Please confirm (if not confirmed, please explain):

a.

The ratio of RCS to RPW Letters, where the volumes in the numerator and
the denominator are the sum of piece volumes for "Total First-Class Single
Piece, Priority, Standard, and Free/US Postal Service” (as measured by the
RCS and RPW, respectively), is used to develop “RCS Adjusted” Letter
Volume by multiplying this ratio by the RPW Periodical Letter Volume.

The ratio of CCS to RPW Letters, where the volumes in the numerator and
the denominator are the sum of piece volumes for "Total First-Class Single
Piece, Priority, Standard, and Free/US Postal Service” (as measured by the
CCS and RPW, respectively), is used to develop “CCS Adjusted” Letter
Volume by multiplying this ratio by the RPW Periodical Letter Volume.

The ratio of RCS to RPW Parcels, where the volumes in the numerator and
the denominator are the sum of piece volumes for “Total First-Class Single
Piece, Priority, Post-Crosswalk Standard Regular, Bound Printed Matter,
Zone Rate Parcels, Media Mail, and Free/US Postal Service Mail” (as
measured by the RCS and RPW, respectively), is used to develop "RCS
Adjusted” Parcel Volume by multiplying this ratio by the RPW Parcel Volume
The ratio of CCS to RPW Parcels, where the volumes in the numerater and
the denominator are the sum of piece volumes for “Total First-Class Single
Piece, Prionty, Post-Crosswalk Standard Regular, Bound Printed Matter,
Zone Rate Parcels, Media Mail, and Free/US Postal Service Mail” (as
measured by the CCS and RPW, respectively), is used to develop "CCS
Adjusted” Parcel Volume by muitiplying this ratio by the RPW Parcel Volume
The difference in volume between cells A3 and A7 is shifted from Letters to
Flats. The difference in volume between cells A2 and A5 i1s shifted from
Letters to Flats.

The difference in volume between cells C3 and C7 is shifted from Parcels to
Flats. The difference in volume between cells C2 and C5 is shifted from
Parcels to Flats.

Response

| am assuming that this question relates to Table 1 provided with the POIR,

which for purposes of this POIR response is attached to my response to item 12.

a. Confirmed.

b Confirmed.

c. Confirmed.
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RESPONSE OF POSTAL SERVICE WITNESS KELLEY
TO POIR NO. 5

d. Confirmed.

e. Not confirmed. The difference in volume between cells A3 and A7 represents
the city volume that is shifted from letters to flats. However, the difference between
A2 and A5 does not represent the rural volume shift from letters to flats. Row 5in
the table includes boxholder volume which is distributed to shape in the same
proportion as originating volume. For Periodical letters, 105 of the total Periodical
boxholder volume from RCCS is distributed to Periodical letters. Subtracting 105
from the figure in the table, 38,224, equals 38,119. The amount of Periodical
volume shifted from letters to flats 1s found by subtracting 38,119 from 117 215
which equals 79,097. That figure 1s contained in cell IS of worksheet

VolAd}. USPS . xis in USPS-LR-L-67.

f. Not confirmed. The difference in volume between cells C3 and C7 represents the
city volume that is shifted from parcels to flats. However, the difference between C2
and C5 does not represent the rural volume shift from parcels to flats. Row 5 in the
table includes boxholder volume which is distributer] to shape in the same
proportion as originating volume. For Pericdical parcels, 1 of the total Periodical
boxhoider volume from RCCS s distributed to Periodical parcels. Subtracting that
amount from the figure in the table, 452, equals 451. The amount of Periodical
volume shifted from parcels to flats is found by subtracting 451 from which equals

4,983, That figure is contained in cell {11 of worksheet VolAd] USPS.xis in USPS-

LR-L-67.
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RESPONSE OF POSTAL SERVICE WITNESS KELLEY
TO POIR NO. 5

14. When developing the RCS/RPW and CCS/RPW ratios, please explain the
rationale for including or excluding the volumes of each subclass. Please focus the
response on the shared characteristics (e g., the percentage of mail delivered)
between the included volumes and Periodicals.

Response
| am assuming that this guestion relates to Table 1 provided with the POIR,

which for purposes of this POIR response is attached to my response to item 12.

The ratios in rows four and six of column A in Table 1 that were used to determine
the magnitude of the Periodical volume shift from letters to flats were derived by taking the
average ratio of delivered letters, separately by carrier system, to originating letters across
several subclasses of mail. However, due to the magnitude of the volumes of the
subclasses considered, the ratio was, essentially, a weighted average of the ratio of
delivered volume to originating volume for Standard Mail and First Class Single Piece, with
Standard Mail bearing a heavier influence on the ratio due to its greater volume. My belief
1s that the delivery characteristics of Standard letters are a better proxy for Periodical
letters than First Class Single Piece letters. but absent specific data on the issue, | was not
comfortable using only the volume for Standard letters in deriving the ratios in rows four
and six of column A of Table 1.

The ratios in rows four and six of column C in Table 1 that were used to determine
the magnitude of the Periodical volume shift from parcels to flats were derived by taking
the average ratio of delivered parcels, separately by carrier system, to originating parcels
across several subclasses of mail. Since the originating volume of Periodical parcels is so

small with respect to other classes, | found it difficult to compare the delivery

charactenstics of Periodical parcels with any specific subclass of mail. Therefore, |
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thought it would be reasonable to use the average, weighted by subclass volume, of

delivered volume to originating volume.
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15. Please explain why, using the adjusted volumes found in lines 5 and 7, the ratios
of Delivered Volume to RPW for Letters and Parcels are 13.1% and 16.6% smaller,
respectively, than the ratio for Flats. Please focus on the specific manner in which
these shapes’ characteristics cause this difference.

Response

I am assuming that this guestion relates to Table 1 provided with the POIR, which
for purposes of this POIR response is attached to my response to item 12.

The ratios in rows four and six of Table 1 that determined the magnitude of the
volume adjustment from Periodical letters to flats and from Periodical parceis to flats were
applied without the constraint of making the post-crosswalked ratios of delivered volume to
originating volume, as shown in row 9 of Table 1, equal across shapes. Given that| had
no specific data addressing this issue, | could find no justification for applying a condition
that would result in equal ratios of delivered volumes to originating volumes in the

subclasses receiving adjustments, such as Periodicals, but not for other subclasses which

did not receive a volume adjustment.
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16. USPS-T-30 at page 15, beginning at line 6 states that “[S]ince the costs and
volumes are derived from different systems, the possibility exists that the estimated
aggregate volume from CCS, which provides a distribution key for cost segment 7 and
10 costs, exceeds the estimated total originating volume. This is an incongruous result
since it leads to the conclusion that more mail from a specific rate category is delivered
on city and rural routes than was mailed. USPS-LR-L-67 handles this situation by
transferring costs from cost segments 6, 7, and 10 from the rate category with the
anomalous estimated volume to a rate category that does not have this situation. in
practical terms, the volume variable cost segment 6, 7, and 10 costs are generally
transferred from parcels to fiats within a particular category of mail...” (Footnote
omitted.)

a.. Please confirm that the statement quoted above is the rationale behind the

shifts of volumes of parcels to flats. If not, please explain fully.

b..If so, please identify the reasons that the RCCS and CCCS surveys cause
this type of discrepancy (e.q., mistaking flats for parcels).

c. Please explain if, and how, the above statement also applies to the letter to
flat volume shift.

d.. If the above statement applies to the letter to fiat volume shift, please identify
the reasons that the RCCS and CCCS surveys cause this type of discrepancy (e.g.,
mistaking flats for letters).

e. Would you agree that the ODIS/RPW survey generally produces more
reliable results than the RCCS and CCCS surveys? Please discuss measures
taken to evaluate the reliability of RCCS and CCCS volume estimates when the
delivered volume is not higher than the originating volume (e g., parcel crosswalk).

Response

a. Confirmed.

c. Yes the above statement applies to letter to flat volume shift. Since the

aggregated estimated Periodical volume of letters from the city and rural carrier systems

exceeded the originating volume, a crosswalk was developed to shift letters to flats.



17.

RESPONSE OF POSTAL SERVICE WITNESS KELLEY

TO POIR NC. 5
Tabte 2
A B8 C D E F G
DPS Sec Seg Other Flats Parcels
Letters Letters Letters Del Del
1 Periodical Volume (000) 15.602 1.860 99.723 2721016 5434
DPS Sec Seg Letters Flats Parcels
2 Periodical Cost (000} 243 84 4 495 144 278 1.538
3 Unit Cost 0.0156 0.0442 0 0451 0.0530 02831
diet/rDps dLet/rSS dFlat/rFiat  dFlat/rFlat  dParidPar dFlat/rbet dFiat/rPar
4 Periodical Volume (000) 15.602 1,880 20.626 2,721.016 451 79,097 4.983
5 Periodical Cost {000) 243 84 930 144278 128 3.565 1.411
6 Unit Cost 00156 00442 0 0451 0.0530 0281 0 3451 02831
1 USPS-LR-L-5
File "1-Forms.xls™
Worksheet "1-CS$10.RCS"
23 USPS-LR-L-67
File "UDCModel USPS.XLS"
Worksheet "6.Rural Cost™”
4-6 USPS-LR-L-67
File "UDCModel USPS. XLS"
Worksheet “8.Rural Crosswalk”

Please confirm, with respect to the above table, the following (If not confirmed.

please explain fully):

a. The volumes in A1-E1 are the Pericdical Volumes (as measured by the
RCCS) used in Cost Segment 10 to distribute shape costs to subclass

b. The costs in A2-E2 are those found in C510, worksheets 1012 and 10 2.2

C. The unit costs in A3-E3 are those developed by the RCCS, used in

conjunction with the valumes found in A1-£1 to develop the CS10 costs

found in AZ2-E2.

d. The volumes in A4-E4 are the Periodical Volumes found in the "8 Rural
Crosswalk” sheet, file UDCMODEL.USPS in LR-L-67, cofrelating to the

volume shift described earlier.

e. The letters shifted to flats are considered “Other Letters,” and the cost shift,

per unit, is the “Other Letter” unit cost.

f. The parcels shifted to flats are considerec “Parcels,” and the cost shift, per

unit, is the “Parcels” unit cost.
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Response

¢. Notconfirmed. The cost segment 10 costs are not derived using the unit
costs in Table 2. The costs are calculated in cost segment 10 are distributed to
subclass within each compensation category based on the volumes from RCCS.
After the cost segment 10 costs are distributed to subclass, USPS-LR-L67
calculates the unit costs as shown in Table 2.

d. Confirmed.

e. Confirmed.

f Confirmed.
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TO POIRNO. 5
18.  Please explain:
a. why pieces moved from Letters to Flats (see question 17.e.} incur costs as
‘Other Letters;”
b. why pieces moved from Parcels to Flats (see question 17.f) incur costs as
“Parcels.”
Response

| am assuming that this question relates to Table 2 provided with the POIR, which
for purposes of this POIR response is attached to my response to item 17,

a. The Rural Carrier Cost System (RCCS) records mail volume by compensation
category rather than shape. The data collectors record sampled pieces in accordance with
the rules used for the Rural Carrier Mail (RMC) counts which are utilized to compensate
rural carriers. The shifted volume from letters to flats represents an estimate of the
number of pieces that were recorded in the compensation category "Other Letters” by
RCCS but qualified as flats according to the DMM definition of flats.

The reason | used the “Cther Letter” unit cost to shift the costs is that | assumed
that RCCS accurately captures the delivery cost consequences of sampled pieces. In this
instance, for each shifted piece, presumably, the rural carrier was compensated for either
a "DPS Letter”, “Sector Segment Letter”, or “Other Letters”. Since "DPS" and “Sector
Segment Letters” are automated and are designed to run on barcode sorters, | concluded
that pieces recorded as “"Other Letters” as opposed to “DPS” or "Sector Segment” letters
had the dimensions that qualified them as flats according to the DMM. Therefore, the

shifted rural Periodical volume from letters to flats came from volume contained in the

"Other Letter compensation category.
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b. The Rurai Carrier Cost System (RCCS) records mail volume by compensation
category rather than shape. The data coliectors record sampled pieces in accordance with
the rules used for the Rural Carrier Mail (RMC) counts which are used to compensate rural
carriers. The shifted parcel to flat volume represents an estimate of the number of pieces
that were recorded in the compensation category “Parcels Delivered” by RCCS but
qualified as flats according to the DMM definition of flats.

The reason | used the unit costs for “Parcels” to shift the cost is that | assume that
RCCS accurately captures the delivery cost consequences of sampled pieces. For each
piece that was moved from parcels to flats, the rural carrier was compensated for that
piece at the parcel rate. Therefore, since each shifted piece actually incurred parcel
delivery costs equal to the corresponding unit parcel cost in the table, that cost was shifted

to flats in deriving unit delivery costs.
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19.  Please provide, for cost segments 6 and 7, a table similar to Table 2, as well
as a rationale behind the cost shifts.

Response

| am assuming that this question relates to Table 2 provided with the POIR, which
for purposes of this POIR response is attached to item 17.

The objective of USPS-LLR-L-67 is to calculate accurate delivery costs by rate
category. This involves both the shape — letter, flat, or parcel — and the content of the
mail. The denominator for all of the unit delivery costs is the tota! originating volume for
that rate category. However, the costs are largely dependent on the volumes recorded
from the city and rural carrier cost systems {CCS). Since the costs and volumes are
derived from different systems, the possibility exists that the estimated aggregate volume
from CCS, which provides a distribution key for cost segment 7 and 10 costs, exceeds
the estimated total originating volume. Some of the reasons for this occurring are
contained in response to POIR No 5. question 16 (b). Regardless of the specific reasons, |
think it is important to account for this result by making a reasonable adjustment to the
costs for the rate categories affected.

Specifically, for Periodical letters and parcels, CCCS estimates base year volumes
of 233.294 letters and 32,035 parcels, as compared with the estimates from RPW of
159,750 letters and 1,769 parcels. | concluded that deriving the unit delivery costs based
on unadjusted volumes would place too much cost burden on letters and parcels and
consequently lower the flats unit delivery cost. In an effort to develop a unit delivery cost
with costs in the numerator consistent with the volumes in the denominator, | made the

volume and cost adjustments that are used in USPS-LR-L-67 and that are summarized in
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the attached spreadsheet.

The attached spreadsheet shows that $7.42 million were shifted from Periodical
letters to flats, and that $7.36 million were shifted from parcels to flats. Since city costs are
not derived with different costs pools for DPS and ‘Other’ letters, no distinction needed to
be made with regard to the cost of the type of letter that was shifted to flats. City parcel
costs, however, are divided between small and large parcels. After the magnitude of the
shift is determined, as many small parcels, up to the estimated volume, are shifted from
small parcels to flats Then the remaining volume, if any, that needs to be shifted comes
from the CCCS large parcel volume. The justification for this approach is that it seems
much more likely that pieces recorded as small parcels have dimensions that gqualify as
flats according to the DMM. For Periodicals, the shift results in 23,343 small parcels and
7.909 large parcels which corresponded to $7.36 million in segment 6 and 7 costs being

shifted to flats.
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TO POIR NO. 8, QUESTION 13

In his response to interrogatory VP/USPS-T30-17, witness Kelley states “USPS-
LR-L-67 provides a reasonable eslimate of the delivery costs for DALs ... .
However, | do not think that the DAL costs in USPS-LR-L-67 can be
mechanistically applied to estimate the change in tolal costs that would be
anticipated for a substantial reduction in DALs (e.g., 50 percent, or 100 percent).”

Please confirm the Cost Segment 7 DAL delivery costs developed in tab
“10.DALs” of workbook UDCModel USPS in USPS-LR-L-67 are the
volume variable costs of ECR Saturation Letters (DPSed, cased, or
sequenced) combined with the volume variable cost of the host piece. If
not confirmed, please explain fully.

Pilease confirm the Cost Segment 6 DAL delivery costs developed in tab
*“CARMMCasing” of workbook UDCInputs.USPS in USPS-LR-L-67 are
volume variable casing costs calculated directly from 10CS tallies of DALs.
If not confirmed, please explain fully.

In her testimony, Withess Coombs states "Experience in today's delivery
units suggests that the sequenced flat-shaped pieces will be taken directly
to the street in most cases. This tends to validate the belief that the
handling of these flat-shaped pieces is unaffected by the presence or
absence of a DAL." USPS-T-44 at 13. Please state all significant
operational differences in the treatment of Saturation Flats based on the
presence or absence of an address. Further, please state and explain any
measurable cost differences caused by these operational differences.
Please confirm that compensation for rural carriers does not vary based
on whether Saturation Flats have an address or not. If not confirmed,
please explain fully.

a. Not confirmed. This spreadsheet develops segment 7 <osts for Non-DAL ECR

Saturation tetters, DALs, Attached Label Saturation Flats, and Host Piece Flats

separately. These costs feed directly into the 7.1 Delivery Activity costs in worksheet

“11SummaryBY' within UDCModel.USPS.xls. The table below illustrates the mapping

between the two worksheets within UDCModel USPS. xls.
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[ ECR Saturation Worksheet *10DALs’ - Worksheet '11SummaryBY’ -
Volume Variable Volume Variable Segment 7
Segment 7 Costs Costs
Non-DAL Attached Label Letters Cell D33 ($49.009) Cell H77
DALs Ceil D32 ($42,001) Cell H79
| Aftached Label Saturation Fiats Cell D41 ($50,814) Cell H78
Host Piece Saturation Flats Cell D40 ($37,751) Cell HEO

b. Partially confirmed. The costs are the volume variable costs. They are the sum of
the volume variable casing costs from ‘direct’ tallies of DALs along the portion of ‘mixed
mail’ tallies that are distributed to DALs. My understanding is that ‘mixed mail’ tallies
are distributed to DALs based the 'direct tallies. The costs from ‘direct’ and 'mixed mail’
tallies can be distinguished within USPS-LR-L-67 in workbook
'‘CARMMOS5 _KLDetaill_3RGrpCasingGeneral xIs column F titled ‘Source’. Source 'K
represents costs from ‘direct’ tallies and ‘L’ represents costs from ‘mixed mail’ tallies.
c. For city delivery carriers, the primary operational opticns for treatment of a Saturation
Fiats mailing are to take it direclly to the street, or handle it in the office. if handled in
the office, it couid be cased or collated with another mailing. From an operational
perspective, whether the Saturation flat is addressed or not, the mailing should be taken
directly to the street, if possible.

It is generally believed that unaddressed pieces are much less likely to be
handled in the office than addressed pieces. This notion is converted into an

assumption within USPS-LR-L-67 that unaddressed Saturation Flats are taken directly
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to the street. Addressed Saturation Flats, however, can be either cased or taken
directly to the street. USPS-LR-L-67 estimates that approximately sixty-eight percent of
addressed Saturation Flats are taken directly to the street, and the remaining thirty-two
percent are either cased or collated. Combining that estimate with the assumption that
all unaddressed Saturation Flats are taken directly to the street results in the estimate
that approximately eighty-three percent of Saturation Flats are taken directly to the
street. This percentage supports the statement in the testimony of witness Coombs that
‘experience in today’s delivery units suggests that the sequenced flat-shaped pieces will
be taken to the street in most cases.” |

The cost implications of the two handling options for Saturation Flats are
discernabte. Cased Saturation Flats not only incur nontrivial in-office costs but also
derive their segment 7 costs from the regular ‘flats’ cost pool and, therefore, have the
same segment 7 unit cost as other non-Saturation Flats. flats taken directly to the
street, on the other hand, receive a trivial amount of in-office costs and derive their
segment 7 costs from the ‘sequenced’ cost pool which has a lower regular delivery unit
cost than the ‘flats’ cost pool (1.98 cents for regular flats and 1.33 cents for sequenced
flats). Therefore, Saturation Flats that are taken directly to the street have a lower unit
delivery cost than cased Saturation Flats.
d. Not confirmed. If the piece is unaddressed or has a simplified address then the
Saturation Flat is counted as a Boxhoider, which is one compensation category. If

addressed, it is counted as a Flat, which is a different, higher compensation category.
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14.  In his response to interrogatory VP/USPS-T30-17, witness Kelley further states
“the issue with respect to total costs would be the cost consequences of handling
the associated flats (i.e., the no longer-host pieces). Depending on how the
remaining flat pieces are handled, additional costs might or might not offset some
porlion of the savings obtained by not having to handle the DALs.”

a. Does USPS-LR-L-67 take into account changes in delivery costs related
to changes in mail processing and delivery operations?
b. if not, please provide rationale for the reservation in defining the DAL

costs based on concern for future operations.

RESPONSE:
a. Not specifically. USPS-LR-L-67 disaggregates the subclass delivery costs from the
CRA into delivery costs for relevant rate categories and is not intended to address cost
changes reiating to potential changes in mail processing or delivery operations. If
subclass costs are estimated to change between the base year and the test year
because of anticipated changes in mail process or delivery operations that result in
identified cost reduction programs or other programs in the roliforward process, then
USPS-LR-L-67 would likewise reflect those differences in the test year unit delivery
costs at the rate category ltevel.
b. The cost implications of some changes in mail makeup can be analyzed in a
relatively easy manner because the makeup change is unlikely to have a material
impact on volumes or operational processes. In contrast, those cases in which volume
changes or operational changes are likely to take place require a more complex
analysis before the cost consequences can be estimated.

! believe that a substantial decrease in the number of DAL s falls into the second,
more complex, category, even if it would not affect the RPW estimate of Saturation Flats
volume. | am not confident that two or three billion DALs (from a current base year

estimate of approximately four billion) could be eliminated from the delivery network
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without some material possibility of such reduction causing unanticipated changes in
operational processes for city carriers and compensation implications for rural carriers.
For city routes, my reservation in defining DAL costs under this scenario is due 1o
the fact that the delivery costs in an environment with a substantially reduced number of
DALs have not been studied. | have no reason to disagree with the statement from
witness Coombs cited in POIR No. 8 question 13 (c) “that the handling of flat-shaped
pieces is unaffected by the presence or absence of a DAL.” However, my comfort level
in mechanistically applying the savings from the current volume to a new lower figure
decreases relative to the proportion of DALs removed from the city delivery network. If,
for example, five percent of DALs were eliminated from city routes, then | would be
reasonably comfortable in translating that volume decrease into savings by simply
multiplying the city DAL costs by five percent. But, on the other hand, if fifty percent of
DALs are removed from the city delivery network, | would be much less comfortable
estimating the delivery savings from such a reduction by multiplying the tota! DAL costs
by fifty percent. It may not be prudent to adopt such an estimate without further study
that analyzed the specific cost consequences of city delivery with a dramatically
reduced number of DALs. Studies often reveal unexpected resuits that defy seemingly
sound preconceived notions. In short, the city carrier cost savings that may result from
a significant reduction in the number of DALs may warrant further study before
assuming that they can satisfactorily be estimated by multiptying the costs of all DALs
by the proportion anticipated to be removed from the delivery network. On the other
hand, in the absence of any such study, | agree that the above-described assumplion

provides the most reasonable starting point for analysis of city carrier costs.
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On rural routes, my reservation is much more concrete. Having the address on
the DAL allows the corresponding host-piece to travel as a ‘Boxholder’. In the current
environment, if the DAL were eliminated and the host-piece becomes addressed, the
host piece would then move into a different compensation category, and the net cost

savings would clearly be less than the direct savings from the elimination of the DAL.
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Response of Postal Service Witness Kelley to Interrogatories Posed by the
Parcel Shippers Association

PSA/USPS-T30-1. Please refer to Table 1 on Page 4 of your testimony, which
shows Test Year unit delivery costs by rate category. Please explain why the unit
cost for First-Class Mail Presort parcels is higher than the unit cost for First-Class
Mail single-piece parcels.
Response

The test year unit delivery costs, as reported in Table 1 of USPS-LR-L-67,
are 35.790 and 35.094 cents for First Class Presort parcels and First Class
Single Piece parcels, respectively. The difference between the unit delivery
costs is only 0.7 cent, so | don't see what there is to explain. Both categories are

quite similar in terms of the proportion of volume delivered by city and rural

carriers, and in the split between small and large parcels on city routes.
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VP/USPS-T30-1.

Please refer to your workbook UDCModel. USPS . xls. in USPS-LR-L-67, sheet

‘21 ECRUnitCosts.” In order to simplify the discussion, this interrogatory assumes
carrier times of one second per cent, and taks in terms of marginal seconds (per
piece) instead of marginal cost (per piece). One second per cent, or one cent per
second, for FY 2005 is implied approximately by the carrier wage of $35.471 per
hour shown in cell C12 of the 'Inputs’ sheet of your workbook UDClInputs.xls,
also in USPS-LR-L-67 (35.471 $/hr * 100 ¢/$ * (1/3,600) hr/sec = 0.9853 ¢/sec =
1 ¢lsec).

a. Are the CCS volumes shown in column D estimates of the volumes
carried by city carriers? If not, how should these volumes be viewed and are
other volume estimates available? If so, please provide references.

b. The figure in cell E9 suggests that from a typical base position, which
would mean that one or more letters are already in place, an additional letter
takes the carrier an additional 1.81 seconds of street time to handle and deliver.
Do you agree with this interpretation of the cost of $0.0181 as shown and with
the marginal nature of the cost? If you do not, please provide your own
interpretation of the cost.
¢. Do you agree that most of the time an additional letter for the carrier takes the
form of the carrier having one more letter in the carrier's group of delivery
point sequenced ("DPS’d") letters for the route? If you do not agree, please
explain how you would conceptualize the marginal situation leading to the
marginal cost of $0.0181.

d. Please assume that all letters being delivered on the street by a carrier have
been DPS'd and that in the base position, a particular stop receives four letters.
Would it be your expectation that if the carrier had an additional five letters for
the stop, it would take the carrier an additional 9.05 seconds at the stop to
accomplish delivery (9.05 sec = 5 * 1.81 sec)? If this is your expectation, or
approximately your expectation, please explain, in terms of operations, why you
believe it is a reasonable expectation. Specifically, what steps and motions and
other activities would the carrier go through to use an additional 9.05 seconds?
tf you do not believe this is a reasonable expectation, what steps do you believe
could be taken to improve the analysis?

e. The figure in cell 113 suggests that from a typical base situation, which could
mean that zero or maybe one sequenced letter or fiat is already in place, an
additional sequenced letter takes the carrier an additional 1.22 seconds of street
time to handle and deliver. Do you agree with this interpretation of the cost of
$0.0122 as shown and with the marginal nature of the cost? If you do not,
please provide your own interpretation of the cost.

f. Do you agree that, in the predominant situation, an additional sequenced letter
for a carner takes the form of the carrier having to reach into a separate pile or
bundle and procure a letter, and merge it with other mail for delivery, but, without
the additional sequenced letter, the carrier would not have to reach into the
separate pile at all? If you do not agree, please explain how you would
conceptualize the marginal situation leading to the marginal cost of $0.0122.
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g. Please compare the additional time of 1.81 seconds to handle an additional
nonsequenced letter (most likely in a DPS’'d bundle) to the additional time of 1.22
seconds to reach into a separate pile and procure a sequenced letter and merge
it with other mail, and explain whether you view these results as reasonably well
aligned with the activities that would be expected of the carrier, given the nature
of the operations involved. If you do not believe these results are reasonable,
what steps do you believe could be taken to improve the analysis?

h. Please compare the additional time of 1.98 seconds to handle an additional
flat in a group of flats cased by the carrier (a group that could also have a
non-DPS'd letter) to the additional time of 1.33 seconds to reach into a separate
pile and procure a sequenced flat and merge it with other mail, and expiain
whether you view these results as reasonably well aligned with the activities that
would be expected of the carrier, given the nature of the operations involved. If
you do not believe these results are reasonable, what steps do you believe could
be taken to improve the analysis?

i. These results show that the additional street time for delivering an additional
sequenced flat is 1.33 seconds, but that the additional street time for delivering
an additional DPS'd letter is 36 percent higher at 1.81 seconds. In terms of the
motions and other operations required of carriers, please explain why it takes 36
percent longer to handle an additional DPS'd letter than to handle an additional
sequenced flat, when delivering the sequenced flat requires reaching into a
separate pile, procuring the additional flat, and merging it with the other mail

far delivery.

j. In developing street costs, did you consider suppiementing your primary
analysis with a separate inquiry, using either MTM methods or a controlled
experiment, or some other approach, into the relative times taken by some of the
basic operations at issue in this question? If you did, please provide the resuits of
that consideration. if you did not, please comment on whether you think such an
approach might be a reasonable way to introduce into the analysis

reviewable relationships that are focused in a clear way on the details of actual
operations.

Response

a. Yes, the volumes in column D are estimated volumes that are delivered by

city carriers. | will briefly explain the derivation of each estimate in column D.
Cell D9 is an estimate of the ECR regular letters (non-sequenced)

delivered by city letter carriers for FY2005. The nuriber is derived by taking the

total estimated ECR letter volume from CCCS and subtracting the estimated

sequenced letter volume. The estimated letter and flat sequenced volume is
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catculated in the manner described on page 7 line 18 of my direct testimony
(USPS-T-30).

Celi D10 is an estimate of the ECR regular flats (non-sequenced)
delivered by city letter carriers for FY2005. The number is derived by taking the
total estimated ECR flat volume from CCCS and subtracting out the sequenced
flat volume.

Cell D11 is an estimate of the ECR small parcels regularly delivered (non-
seguenced) by city letter carriers. It equals zero since all ECR parcels are host
pieces of DAL mailings and are assumed to be sequenced, which leaves zero
regularly delivered small parcels.

Cells D13, D14, and D15 are the estimated FY2005 sequenced volumes
for letters, flats, and small parcels. Cell C12 is the sum of the sequenced letter,
flat, and small parcel volume.

Cell D16 is the estimated ECR large parcel volume. This estimate is
taken directly from CCCS.

b. | do not agree. My interpretation of the $0.0181 is that it estimates the
volume variable regular-delivery-time cost per letter delivered. Regular delivery
time encompasses a wide variety of activities within city letter route delivery
sections including but not limited to driving, walking, obtaining mail from vehicles,
putting mait into satchels, and loading mail into receptacles. The additional letter
that is posited could cause additional time in one or more of those activities

within a delivery section, regardless of whether one or more letters is already in
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place. The unit cost referenced in the gquestion is an estimate of the volume
variable regular-delivery-time cost per letter.

C. I do not agree. Refer to part b. for my interpretation of the $0.0181.

d, | don’t know. The current street time model captures total additiona!
reqular delivery time across all delivery activities which includes functions such
as driving; walking; and obtaining mai! from vehicles, in addition to time spent at
delivery stops. Therefore, total additional delivery time encompasses a broader
set of activities within delivery sections than just the additional time spent at a
stop delivering mail from a ‘base’ position.

e, | do not agree. The $0.0122 in cell 113 is an estimate of the volume
variable regular delivery cost per sequenced letter.

f. | agree.

g. Given that these times are so broadly defined and that there exists a
minute difference in the times, | do not view them as unreasonable.

h. Refer to my response to part g.

I. Refer to my response to part g.

J. No. | consider the primary analysis for USPS-LR-L-67 to be cost
segments 6, 7 and 10 of the CRA. MTM is not used for those cost segments in
the CRA. My initial thoughts are that applying MTM methods to study carrier
times by operation would be extremely costly, and not necessary to produce the
CRA. In addition, the Commission rejected a MTM method for cost secment 7
that was proposed in R2000-1. Refer to the R2000-1 Opinion and

Recommended Decision for further information.
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VP/USPS-T30-2.

Please refer to pages 8 and 9 of your testimony, USPS-T-30, where you discuss
a process for estimating the proportion of Saturation letters that is delivery point
sequenced or cased. To the extent to which you have developed estimates,
please state: (i) the proportion of Saturation letters that are DPS’d; (it) the
proportion of Saturation letters that are cased; (iii) the proportion of Saturation
letters that are handled as "sequenced” mail; and (iv) how you expect these
proportions to change between the base year and the test year.

Response

{1} The estimated proportion of ECR Saturation letters delivered on city
routes that are DPS'd is 28.3 percent.

(i) The estimated proportion of ECR Saturation letters delivered on city
routes that are cased is 39.9 percent.

(i). The estimated proportion of ECR Saturation letters delivered on city
routes that are handled as “sequenced” mail is 31.8 percent.

(iv) USPS-LR-L-67 assumes no changes in these percentages from the base

year to the test year.
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VP/USPS-T30-3.

Footnote 8 of your testimony (USPS-T-30, p. 11) states: “The Postal Service
permit system started compiling data on the volume of DAL mailings in February
2006." In his rebuttal testimony in Docket No. R2005-1, Postal Service witness
Kiefer (USPS-RT-1, p. 32, 1i. 7-10) said: “As indicated on page 11 of the Postal
Buiietin. the new postage statements became available effective April 3, 2005,
and mailers using DALs were among the few not allowed to continue to use the
previous postage statements.” Cn page 13 of your testimony, you explain that
you did not use any actual data regarding the number of DALs.

a. Please explain why you were unable to use any actual data on the volume of
DALs. Please include in your explanation why a proportion from some relevant
period could not be applied to a base year.

b. In the form of a proportion of an established and relevant category, for
whatever periods of time are available, please provide the number of DALs as
compiled thus far by the permit system.

c. Please explain the coverage of the permit system and whether information on
the number of DALs is being compiled, or otherwise developed, in any other
system.

d. If no information on the actual number of DALs is currently available, or even
if a limited amount is currently available, please explain the schedule over the
remainder of CY 2006 for additional information becoming available, giving both
the dates and the nature of the information. Also, please explain what is
expected to be the normal frequency for compiling DAL data and making results
available.

Response:

a. In the two sentences immediately following the sentence you have quoted

from the rebuttal testimony of witness Kiefer in the last case, he further stated:
I am informed that the Postal Service's data systems personnel are
proceeding through the steps necessary to capture the new DAL
information from the postage statements for data system reporting
purposes. It is my understanding that completion of that process is
anticipated sometime after the start of FY 2006.

Therefore, it is clear from that testimony that no comprehensive DAL information

from that source would be available for FY 2005, which was the pericd for which |

needed an estimate for purposes of my analysis in this proceeding.
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Moreover, | disagree with your characterization of my testimony. To the
extent that my FY05 estimate is based on the FY04 estimate applied by the
Commission in the last case, which in turn was heavily dependent on actual data
supplied by Advo on the record in that proceeding, | believe that my analysis
does use actual data, although admittedly actual data from FY2004. 1 think that
the FY2004 estimate is sufficiently reliable due to the extent that it was
thoroughly litigated during Docket No. R2005-1. Given that | had no information
from £Y 2005 with which to work, | started with the FY2004 DAL figure and
applied the ratio outlined on page 13 of my testimony. | believe that this

procedure provides the most accurate estimate available of FY2005 DAL

volumes.
b. Redirected to the Postal Service.
C. Redirected to the Postal Service.

d. Redirected to the Postal Service.
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VP/USPS-T30-4.

Please refer to page 12, lines 17-19, of your testimony (USPS-T-30), where you
say: "Secondly, an assumption is made that DALs are cased at the same casing
productivity rate (41.2 per minute), and with the same probability, as other non-
DPS ECR Saturation letters.”

a. On days that a sequenced mailing of flats is delivered, is it not generally
correct that any associated DAL is also delivered? Explain any failure to agree.
b. On days that a sequenced mailing of letters is delivered, is it not correct that
there are no associated DALSs to be delivered? Please explain any failure to
agree.

c. Would you agree that there are instances, perhaps a good many instances,
where a sequenced mailing of flats is to be delivered but the carrier, for one
reascn or another, decides to case an associated DAL ? Please explain any
faiture to agree.

d. Would you agree that there are never instances where a sequenced mailing of
letters is to be delivered but the carrter decides to case an associated DAL?
Please explain any failure {0 agree.

e. If the question of whether to case non-DPS'd letters occurs on days when a
sequenced mailing might or might not exist and the question of whether to case
DALs always occurs on days when there is already at least one sequenced
mailing, please explain why the probability of casing the DAL would not be higher
than the probability of casing the letter.

Response

a.-e. That part of my assumption stating that DAL are cased “with the same
probability as other Non-DPS ECR Saturation letters” is incorrect and should
have been omitted from my direct testimony. The actual assumption made in
USPS-LR-L-67 is that DAL and other Non-DPS ECR Saturation letters are cased

at the same rate (41.2 per minute), not with the same probability.
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VP/USPS-T30-5.

a. Of the total number of DALs which you estimate to have been entered during
Base Year 2005, what was the volume or percentage of DALs delivered by city
carriers?

h. What was the volume or percentage of DALs delivered by rural and contract
carriers?

c. What was the volume or percentage of DALs delivered to post office boxes?
d. if the individual percentages you provide in response to preceding part a
through part ¢ do not add to 100 percent, please explain what accounts for the
difference.

e. Please explain how you obtained the data for each of your responses to
preceding part a through part ¢. That is, if such data on DALs now are collected
as an integral part of one of the Postal Service's ongoing sampling or statistical
collection systems, please indicate the system where the data can be found.
Alternatively, if the data supplied in your above responses are the result of an ad
hoc estimating process, please explain how each estimate was derived.
Response

a. USPS-LR-L-67 estimates that 2,807,885,000 DALs were delivered by city
carriers during FY05. This constitutes sixty-one percent of the total base year
DAL estimate of 4,607,997,000.

b. USPS-LR-L-67 estimates that 1,123,579,000 DALs were delivered by rural
carriers during FY05. This constitutes twenty-four percent of the total base year
DAL estimate of 4,607,997,000. USPS-LR-L-67 does not have an estimate of
DALs delivered by contract carriers.

C. USPS-L.LR-L-67 does not have an estimate of this total. After the rural and
city estimate are subtracted from the total DAL estimate, 676,533,000 remain.
Those are presumably distributed between post office boxes, highway contract

routes, and general delivery. However, the model does not refine the estimated

DALs utilizing modes of delivery other than city or rural carriers any further.
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d. USPS-LR-L-67 estimates that eighty-five percent of DALs are delivered on
city or rurat routes and the remaining fifteen percent are distributed amongst post
office boxes, highway contract routes, and general delivery.

e. For FY05, 1 developed an estimate using DAL information provided in
R2005-1, as well as base year ECR Saturation letter volumes from each of the
carrier systems. The specific estimation methodology used to provide the
answers to parts a through ¢ of this question is explained on pages twelve

through fourteen of my direct testimony (USPS-T-30).
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VP/USPS-T30-6.

For the total volume of DALs delivered by city carriers, as provided in response
to part a of VP/USPS-T30-5, please indicate:

a. The volume or percentage estimated to have been cased.

b. The volume or percentage estimated to have been taken direclly to the street
as an extra bundle.

c. The volume or percentage estimated to have been DPS'd.

d. Please explain how the data for each of your responses to the above part a
through part ¢ were derived. That is, if any of the requested data now are
collected as an integral part of one of the Postal Service's ongoing sampling or
statistical collection systems, please indicate the system where the data can be
found. Alternatively, if any of your responses to the above part a through part ¢
are the result of an ad hoc estimating process, please explain how the estimate
was derived.

Response

a. USPS-LR-L-67 estimates that 1,292,953,000 DALSs or forty-six percent of
the total DALs delivered on city routes, were cased during FY2005.

b. USPS-LR-L-67 estimates that 1,514,931,000, or fifty-four percent of the
total DALs delivered on city routes, bypassed casing and was taken directly to
the street.

C. USPS-LR-L-67 assumes that zero percent of DALs are DPS'd.

d. The methodology used to derive the figures for parts a. and b. are
explained in my direct testimony (USPS-T-30), pages seven through ten. The
justification for the assumption in part ¢ is included on page twelve of my direct

testimony (USPS-T-30).
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VP/USPS-T30-7.

a. In Docket No. R90-1, Postai Service witness Shipe provided data on the rate
at which city carriers could case Saturation letters and flats manually. Since
witness Shipe's data were collected before widespread deployment of vertical
flats cases, why are those data considered representative of casing rates when
city carriers use vertical flats cases?

b. Since Docket No. R90-1, has the Postal Service collected any more recent
data on the rate at which city carriers case Saturation letters and flats in vertical
flats cases? If so, please provide the most recent data, and indicate the source.
c. Of the total time that city carriers are estimated to spend casing mail, what
percent of the time is spent casing mail in vertical flats cases, and what percent
is spent casing mail in the traditional fetter and flats cases?

Response

a. Casing productivities are only necessary to partition CCCS ECR
Saturation volume into two parts 1) cased volume or 2) sequenced volume. As |
indicated in interrogatory response VP/USPS-T16-27 in Docket R2005-1, “for
ECR Saturation letters, the casing rate of 41.2 pieces per minute is justified since
the implementation of vertical flat cases was assumed by Shipe to have a
negligible impact on the casing productivity of sequenced letters. To further
illustrate that point, the study made no adjustment to the letter casing
productivities to account for the expected implementation of vertical flats cases.
In contrast, for non-sequenced flats, a twenty-eight percent increase in
productivity was incorporated for nonsequenced flats cased using vertical flats
cases.”

b. My understanding is that the Postal Service does not have more recent

data on the rate at which carriers case Saturation letters and flats in vertical flats

cases.
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C. My understanding is that the Postal Service does not have estimates of
proportions of time city carriers spend casing in 1) vertical flats cases or 2)
traditional letter and flats cases. However, | understand that the vast majority of

city carriers currently utilize vertical flats cases.
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VP/USPS-T30-8.

The testimony by witness Coombs (USPS-T-44) notes at page 13, lines 2-3, that
“[h]aving to case the host flat pieces would be logistically more challenging than
simply casing the letter-shaped DAL cards.”

a. Is casing of host flat pieces logistically more challenging than casing ordinary
flats, such as enveloped flats or catalogs? In your response, please assume that
weight of the host flat pieces and other flats is equal.

b. Does the Postal Service have any empirical data which distinguish the rate at
which city carriers case (i) addressed Saturation flats, and (ii) unaddressed
Saturation covers, or wraps, that are accompanied by DALs? If so, please
provide the most authoritative data available on such casing rates.

Response

a. Redirected to witness Coombs (USPS-T-44).

b. My understanding is that the Postal Service does not have empirical data
on the rates at which city carriers case 1) addressed Saturation flats or i}

unaddressed Saturation covers, or wraps that are accompanied by DALs.
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VP/USPS-T30-9.

a. In this docket, what is the assumed rate at which city carriers case DALs?

b. In this docket, what is the assumed rate at which city carriers case ECR
letters 7

c. In this docket, what is the assumed rate at which city carriers case ordinary
addressed ECR flats?

d. In this docket, what is the assumed rate at which city carriers case
unaddressed ECR covers, or wraps?

e. In this docket, what is the assumed rate at which city carriers collate ECR
flats?

f. After using IOCS tallies to estimate the total hours that city carriers spent
casing or collating items which were recorded on those tallies as ECR flats, how
do you estimate the total hours spent (i) casing DALs, and (ii} casing or collating
flats?

Response

a. and b. USPS-LR-L-67 only uses casing rates to partition the volume of
Non-DPS ECR Saturation letters and flats into 1} cased or 2) sequenced. For
that purpose, the assumed rate at which city carriers case ECR Saturation letters
is 41.2 pieces per minute. ECR Saturation DALs are also assumed to be cased
at 41.2 pieces per minute.

C. USPS-LR-L-67 only uses a flats casing rate to partition total attached label
ECR Saturation flats into 1) cased or 2) sequenced. For that purpose, USPS-LR-
L-67 supposes a casing rate of 27.4 pieces per minute.

d. USPS-LR-L-67 supposes that all unaddressed covers and wraps are
taken directly to the street, so no casing rate is necessary.

e. To the extent that mail is being collated, the costs are included in the

‘pure’ casing costs that are used to partition the ECR Saturation flats into cased

or sequenced. As a result, USPS-LR-L-67 implicitly assumes a collation rate

equal to the casing rate for ECR Saturation flats of 27 .4 pieces per minute.
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f. The 10CS tallies provide ‘pure’, as defined in USPS-LR-L-67.doc, casing
costs for 1) DALs, 2) attached label ECR Saturation letters; and 3) attached label
ECR Saturation flats. USPS-LR-L-67 does not use these costs to estimate total
casing hours. Rather, it divides these costs by the costs per cased piece in
column 4 of the 'CasingEstimates’ worksheet in “VolAdj.USPS xIs" in order to
compute total pieces cased. As discussed in part e, collating costs, to the extent

that they occur, are included in the ‘pure’ casing costs from IOCS.
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VP/USPS-T30-10.

a. What is the estimated city carrier street cost to deliver a cased flat?

b. What is the estimated city carrier street cost to deliver a sequenced flat?

c. What is the estimated city carrier street cost to deliver a DAL that is part of a
bundle of DPS'd letters?

d. What is the estimated city carrier cost street cost to deliver a DAL that has
been cased in a vertical flats case with other flats?

e. What is the estimated city carrier street cost to deliver a DAL that has not been
cased or DPS'd, but instead has been taken directly to the street as part of a
separate, sequenced bundie?

f. What is the estimated city carrier street cost to deliver both a DAL and
sequenced cover, or wrap? If the answer depends on how the DAL was
prepared, or handled, please provide separate responses for each possibility.
Response

a.-f.  For the purpose of answering this question, | make three assumptions: 1)
street costs refer to volume variable street costs with piggybacks included; 2) the
scope of your questions refers to ECR; and 3) the unit casts requested are per
CCCS piece.

The last assumption requires a bit more discussion. USPS-LR-L-67
includes data that allows unit costs per CCCS piece to be computed. However
this is not the purpose of the delivery cost model. The purpose is to derive
delivery costs per originating piece. USPS-LR-L-67 disaggregates the delivery
costs from the CRA from the subcliass level to the rate category level. Unit cost
analysis within the CRA is done per originating piece and that is repeated in
USPS-LR-L-67. Since the objective of USPS-LR-L-67 is not to derive unit
delivery costs as you define them, | do not endorse the unit delivery costs
provided in the table below.

In addition, the unit costs provided in the table reflect the average volume

variable costs across all regularly defivered and sequenced pieces respectively,

The table does not treat DAL costs separately (either cased or sequenced) from

REVISED 7/19/06
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other pieces that are regularly delivered or sequenced. Thus, for example, the

unit cost shown below for a Cased DAL is essentiaily the average unit cost for

any cased letter-shaped piece. That average, moreover, reflects the effects of

many different types of letter-shaped pieces, some of which (such as DALs)

could have costs materially higher or lower than the composite average. The

same is true of the unit cost shown for Sequenced DAL.

ECR

Volume Variable
Street Time Cost per
CCCS piece [Cents)

Source USPS-LR-L-67

Cased Saturation Flat 2.769
Non-Saturation Flat {includes cross-watked sequenced Non-Saturation parcels) 2.850
Saturation Sequenced Addressed Flat 1.869
Saturation Sequenced Unaddressed Flat (includes cross-walked sequenced 1.884
Saturation parcels)

DPS'd DAL 00007
Cased Saturation DAL 2.543
Saturation Sequenced DAL 1716
Cased DAL and Saturation Unaddressed Sequenced Flat {includes cross-walked 4.427
Saturation parcels)

Sequenced DAL and Saturation Unaddressed Sequenced Flat {includes cross- 3.600

walked Saturation parcels)

"USPS-LR-L-67 assumes that no DALs pass through DPS. However, my understanding of the city carrier
street time model is that the volume variable street time cost for a cased letter and a DP3'd letter are the

same.

REVISED 7/19/06
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VP/USPS-T30-11.

Please refer to your response to VP/USPS-T30-1(b), which asked if the amount
in cell £9 of tab ‘21.ECRUnitCosts' in workbook UDCModel. USPS xls in USPS-
LR-L-67 means that, from a typical base position, an additional letter takes the
carrier an additional 1.81 seconds of street time to handle and deliver. Your
response is that you “do not agree.” You go on to explain that the figure in cell ES
is “the volume variable regular-delivery-time cost per letter delivered” and that
“Irlegular delivery time encompasses a wide variety of activities within city letter
route delivery sections including but not limited to driving, walking, obtaining mail
from vehicles, putting mail into satchels, and loading mail into receptacles.” You
add: "The additional letier that is posited could cause additional time in one or
more of those activities with a delivery section, regardless of whether one or
more letters is already in place. The unit cost referenced in the question ts an
estimate of the volume variable regular-delivery time cost per tetter.”

a. Is it your position that the cell E9 amount is something other than an estimate
of the marginal street cost of fetters? If so, please explain the difference between
the nature of the cell EQ amount and the marginal street cost of non-sequenced
letters, and state the location(s} in the Postal Service's filing in the instant docket
where a marginal street cost of letters is estimated or otherwise provided.

b. When you refer to “the volume variable regular-delivery time cost per letter”
are you referring to something other than the volume variable street cost of
nonsequenced letters divided by the corresponding number of letters? If so,
please explain.

¢. In a section that provides definitions, Postal Service witness Milanovic
{USPST-9) defines “volume variable cost” as "Voiume times Marginal Cost.”
USPST-9, Exhibit USPS-9C, p. 6.

(i) Do you disagree in any way with witness Milanovic’s definition of

“volume vanable cost’? If so, please explain.

(i) Do you believe the “volume variable regular-delivery time cost per

letter” to be something different from the volume variable cost of letters

divided by the corresponding volume of letters? If so, please explain.

d. Please refer to the testimony of Postal Service withess Bozzo in Docket No.
R2005-1, USPS-T-12, page 18, line 21, which shows marginai cost to be a
partial derivative of cost with respect to volume, with variables appropriately
defined.

(1) Please explain any extent to which you disagree with witness Bozzo's
definition of "marginal cost.”

(ii) Do you believe anything in the definition of "marginal cost” precludes
recognition of any additional driving time, walking time, time obtaining

mail from vehicles, time putting mail into satchels, and time loading mail

into receptacles? If so, please explain.

(i) Do you agree that quantification of a partial derivative can be done only

at a particular position, which was referred to in VP/USPS-T30-1(b) as a
“typical base position? If you do not agree, please explain. If you do

agree, please explain the role and imporntance of the phrase “regardless
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of whether one or more letters is already in place,” as used in your

response to VP/USPS-T30-1(h).

e. Does the datum in cell ES relate to any costs that are not street costs? If it
does, please explain what those costs are.

f. Is it your position that because the datum in cell ES covers any additionatl time
for such activities as driving and walking, it is not an estimate of the cost of the
additional street time caused by an additional letter, as asked in the question? if
s0, please explain. If not, please explain the emphasis you place on the fact that
“delivery time encompasses a wide variety of activities.”

g. Do you believe that the cell E9 amount is, in any way, ill-suited for use in a
roll-forward process of the kind discussed to by Postal Service witness
Waterbury (USPS-T-10)7? If so, please explain how it is ill-suited.

h. Based on your understanding of carner operations, please discuss whether the
additional driving and walking cost of an additional letter would be a substantial
portion of the additional street cost of an additional letter.

i. Regarding the activity of “obtaining mail from vehicles,” as used in your
response to VP/USPS-T30-1(b), please discuss:

{1) what is involved in this activity;

(ii) the types of routes on which this activity occurs; and

(iiy when this activity occurs.

). Based on your understanding of carrier operations, please discuss whether,
among letters, flats and sequenced mail, you would expect different marginal
costs of “driving, walking, obtaining mail from vehicles, [and] putting mail in
satchels,” as used in your response to VP/USPS-T30-1(b).

(1) Do vou believe these portions of the marginal costs should be the same

or approximately the same? If so, please explain.

(i) Do you believe the marginal costs of these activities are probably different? if
s0, please indicate the marginal costs you believe to be larger and your
reason(s). Also, if you are able to indicate how much different they might be,
please do so (e.g., you might indicate that the cost of obtaining 100 flats from a
vehicle and putting them into a satchel would be at least 20 percent larger than
the corresponding cost for letters).

Response:

a. Yes, it is something far more specific. The unit cost in cell E9 does not
represent the total marginal street cost of letters. Instead it represents only the
regular delivery costs incurred by cased and DPS ECR letters on letter routes
within delivery sections, divided by the estimated non-sequenced ECR letter

volume. In the instant docket, a thorough explanation of the manner in which
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total volume variable street time marginal costs are attributed to rate categories
appears in USPS-LR-L-67.doc starting on page sixteen. For a specific rate
category the base-year street time costs can be found by adding the costs in
columns H and | for the desired rate category (which are in the rows} in workbook
UDCModel.USPS.xis worksheet ‘11SummaryBY'.
b. Yes. The costs referred to in my response to USPS-T-30-1(b} include only
regular delivery time costs incurred by non-sequenced ECR letters within delivery
sections of letter routes.
c.(i) No. However, the volume referred to by witness Milanovic (USPS-T-9) is
originating volume.
c. (ify Yes. The unit cost in cell E9 is the ratio of volume variable regular delivery
time letter costs to the estimated regular letter volume delivered by city carriers.
d. (i) I agree. However, the volume referred to by witness Bozzo is total
originating volume
d (i) No.
d. (W) Yes, | agree that quantification of a partial derivative can be done only at a
particular position. However, | disagree with your characterization of your
specific base position as an appropriate place to quantify the marginal street
time. The unit costs referred to VP/USPS-T-30-1(b) 1epresent an average of
marginal costs over the variety of ‘base positions’ that actually occur in city
carrier street time actions, not just the specific ‘typical’ one, as you defined it,
where one or more letters are already in place.

e. No.



Response of Postal Service Witness John P. Kelley to Interrogatories
Posed by the Valpak Direct Marketing Systems and Valpak Dealers’
Association, Inc

f. No. The underlying purpose of emphasizing that “delivery time encompasses
a wide variety of activities” was to illustrate that the additicnal time could occur at
a variety of points within a delivery section, not just at the mail receptacle.
g. {don’t know. | am not familiar with the roll-forward process.
h. The time associated with the delivery of an additional letter depends a variety
of factors. If the additional letter causes an additional access for the carrier, for
example, then it seems reasonable that the additional driving and walking time
could be significant relative to placing the extra letter in the mail receptacle.
i. (i). My understanding is that “obtaining mail from vehicles” involves taking mail
from the vehicle and either placing it in a satchel or taking it directly to the
delivery point to be delivered.
i. (in}. It could happen on all types of routes that utilize a vehicle.
i (iii). it occurs whenever the carrier needs to remove mail from the vehicle.
j. (i) Not applicable.
i. (il). | believe the volume variable regular delivery costs per delivered letter, flat,
sequenced letter, and sequenced flat found in USPS-LR-L-67 worksheet
‘21ECRUnitCosts’ to be reasonable. First, it seems plausible to me that an
additional regular letter or flat is more likely than an additional sequenced letter
or flat to cause an additional access within a ZIP Code (the Postal Service's
street lime model uses the ZIP Code, rather than the route as the primary unit of
analysis). This is because sequenced mail is likely to be delivered on routes that
are already receiving a substantial amount of other mail and thus already have

high coverage rates. Consequently, the delivery of an additional sequenced
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letter or flat is less likely to incur additional access time, on a nationwide basis
than reguliar letters or flats. In addition, volume data at the stop level has
indicated much higher averages pieces per stop for regular letters than for
sequenced letters. In other words, on a nationwide basis, many more stops are
likety to receive a regular letter than are likely to receive a sequenced letter. This
suggests that it is more likely that a regular letter, as compared to a sequenced
letter, would be delivered by itself. To the extent that a regular letter is delivered
by itself, all of the loading time would be associated with that letter. Some
activities, such as opening and closing the mail receptacle must be done
regardless of the amount of mail delivered. Thus, when sequenced mail is
delivered at stops that are already receiving other mail, then the loading time at
the stop is shared across all pieces. Third, it seems reasonable to me that
sequenced letters and flats are more likely to be delivered to newer residential
developments, often an indication of higher income. These newer developments
are served by, either curbline or NDCBU receptacies, generally regarded as a
cheaper mode of delivery as compared to park and loop. Given that income and
advertising maif volume are usually thought to be posttively correlated, this yet
again leads to the conclusion that an additional regular letter or flat is more likely
to cause an additional access and as a result more time and a higher unit cost
per delivered letter than a sequenced letter or flat. In sum, the relative street
costs include far more considerations than the physical activities required to
obtain matl from a tray and place it into a mail receptacle. For the reasons

discussed above, | believe the volume variable costs in worksheet
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'21ECRUnitCosts’ are reasonable estimates — especially the result that regular

letters and flats have a higher unit cost than sequenced letters and flats.
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VP/USPS-T30-12.

Please refer to your response to VP/USPS-T30-1(d). The question in VP/USPS-
T30-1(d) concerned the additional carrier time at “a particular stop” for an
additional five letters. Your response is: “| don’t know.” You go on to explain:
“The current street time model captures total additional regular delivery time
across all delivery activities which includes functions such as driving; walking;
and obtaining mait from vehicles, in addition to time spend at delivery stops.
Therefore, total additional delivery time encompasses a broader set of activities
within delivery sections than just the additional time spent at a stop delivering
maitl from a ‘base’ position.”

a. Your response appears to suggest that inclusion of the phrase “at a particutar
stop” in the interrogatory caused difficulty in formulating your response. Please
respond to VP/USPS-T30-1(b) assuming it referred to additional carrier time on
the street to cover the route, instead of at a particular stop.

b. If you are unable to formulate a response to part a, please explain whether you
believe your analysis sheds light on the situation asked about in VP/USPS-T30-
1({b), as well as why the question concerning additional carrier time for delivery
of multipte pieces of mail cannot be answered.

Response:

a.-b. | will assume for the purposes of answering this question that you want me
to answer VP/USPS-T-30-1(d), assuming it referrec to additional carrier time on
the street to cover the route instead of at a particuiar stop. | believeitis a
reasonable expectation that the additional five DPS'd letters would cause
approximately an additional nine seconds of time within delivery regular sections
at the ZIP Code fevel, which is the primary unit of analysis of Postal Service's
street time costing model. Since activities within delivery sections encompass
such a wide variety of activities, | cannot allocate those nine seconds to specific

functions within regular delivery sections.
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VP/USPS-T30-13.

Please refer to your response to VP/USPS-T30-1{e), which asked if the amount
in cell 113 of tab '21 ECRUnitCosts’ in workbook UDCModel USPS xlIs in USPS-
L R-L.-67 means that, from a typical base position, an additiona!l sequenced letter
takes the carrier an additional 1.22 seconds of street time to handle and deliver.
Your response s that you “do not agree.” You go on to explain that the amount in
cell 113 is “an estimate of the volume variable regular delivery cost per
sequenced letter.”

a. Is it your position that the cell i13 amount is anything other than an estimate of
the marginal street cost of sequenced letters? If it is, please expiain the
difference between the nature of the cell 113 amount and the marginal street cost
of sequenced letters, and state the location(s) in the Postal Service’s filing in the
instant docket where a marginal street cost of sequenced letters is estimated or
otherwise provided.

b. Within the context of your analysis of carrier street time, which is the subject of
VP/USPS-T30-1(b), when you refer to "the volume variable regular delivery cost
per sequenced letter,” are you referring to the volume variable street cost of
sequenced letters divided by the corresponding number of letters? If not,

please explain.

c. Does the cell 113 amount refate to any costs that are not street costs? If it
does, please explain what those costs are.

d. Is it your position that, because the datum in cell 113 covers any additional time
for such activities as driving and walking, it Is not an estimate of the cost of the
additional street time caused by an additional sequenced letter, as asked in the
question? if it is, please explain your position.

e. Do you believe that the datum in cell 113 is, in any way, ill-suited for use in a
roll-forward process of the kind discussed by Postal Service witness Waterbury
(USPS-T-10)? If so, please explain how it is ill-suited.

f. Based on your understanding of carrier operations, please discuss whether the
additional driving and walking cost of an additional letter would be a substantial
portion of the additional street cost of an additional sequenced letter,

Response:

a. Yes, itis something far more specific. The amount in cell 113 does not
represent the marginal street cost of a sequenced letter. Instead, it represents
only the delivery costs incurred by sequenced letters, on letter routes within
delivery sections, divided by the estimated CCCS sequenced ECR letter volume.

It does not include letter route support costs, nor special purpose route costs.
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Nor does it include piggybacks. The unit street ime cost per CCCS piece is not

explicitly presented in USPS-LR-L-67. The volume variable street time cost of
sequenced letter (per CCCS piece) is $0.0171.

b. No, | am only referring to the volume variable street time costs allocated to
sequenced letters incurred within delivery sections. The volume variable regular
delivery costs account for seventy-one percent of the volume variable street time
costs while support and piggybacks account for the remaining twenty-nine
percent of the costs.

c. No.

d. Yes. The unit costin cell E9 is the ratio of volume variable regular delivery
time sequenced letter costs to the estimated sequenced letter volume delivered
by city carriers.

e. | don’t know. | am not familiar with the roll-forward process.

f. The time associated with the delivery of an additional sequenced letter
depends a variety of factors. If the additional sequenced letter causes an
additional access for the carrier, for example, then it seems reasonabie that the
additional driving and walking time could be significant refative to placing the

extra sequenced letter in the mail receptacle.
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VP/USPS-T30-14.

Please refer to your response to VP/USPS-T30-1(j}, which asked whether you
considered supplementing your primary analysis with a separate inquiry, using
either MTM methods or a controlled experiment, or some other approach,
regarding the relative times taken by some of the basic cperations at issue in the
analysis of carrier street costs. Your response is: "No.” You go on to explain that
you align your analysis with “cost segments 6, 7 and 10 of the CRA." You also
explain that an MTM analysis might be “extremely costly” and that the
Commission rejected an MTM anaiysis for cost segment 7 in Docket No.
R2000-1.

a. Please explain why an MTM analysis would be “extremely costly,” presumably
relative to other analytical methods.

b. Is it your belief that the Commission has never acrepted an MTM analysis, or
that the Commission is predisposed against MTM analyses? If so, please explain
the basis for your belief.

Response:

a. My response to VP/USPS-T30-1(j) referred to my thoughts on the total cost,
not the relative cost, of a MTM approach. 1 envision a MTM study involving direct
observations, by professional data collectors, of the street activities of several
hundred and possibly thousands of letter carriers on multiple occasions. |
foresee such an undertaking as extremely expensive.

b. I have no preconceived notions of the Commission’s thoughts on MTM

analysis.
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VP/USPS-T30-15.

Please refer to your response to VP/USPS-T30-1(j), which asked whether you
considered supplementing your primary analysis with a separate inquiry, using
either MTM methods or a controlled experiment, or some other approach,
regarding the refative times taken by some of the basic operations at issue in the
analysis of carrier street costs. Please suppose, based on a separate inquiry, or
just on your understanding of carrier operations, that vou adopted what might
called an axiomatic approach to the analysis of carrier street costs, with axioms
such as the following:

1. The marginal cost of a DPS’d letter should be the lowest street cost of all
candidate pieces, which cost may be called x.

2. The marginal cost of a letter in a cased group should be greater than x, but no
less than 1.2x.

3. The marginal cost of a flat in a cased group should be greater than 1.2x, but
no less than 1.3x.

4. The marginal cost of a sequenced letter should be greater than 1.3x, but no
less than 1.7x.

5. The marginal cost of a sequenced addressed flat should be greater than 1.7x,
but no less than 2x.

6. The marginal cost of a sequenced flat with a DAL should be greater than 2x,
but no less than 2.3x.

Please address the following questions.

a. Do you believe your understanding of the nature of carrier operations is
adequate to allow you to establish and defend any such axioms or constraints?
(i) If so, what relationships would you establish?

(i) if not, please explain how far your insights would aflow you to go in forming
expectations concerning results and in assessing results.

b. Do you believe it is reasonable for analysts to reject results which appear to be
at unreasonable levels or that have anomalous and inexplicable relationships
with each other? If not, please explain.

c. If you could honor a set of axioms (or constraints) such as those stated above,
do you believe that you could do so while, at the same time, aligning your
analysis with the results of Postal Service witness Bradley (USPS-T-14), and
possibly honoring his overall variability, instead of his disaggregate variabilities?
If so, please briefly describe how this might be done. If not, please explain why
this would cause difficulties.

d. As the principal analyst providing carrier costs for subclasses and rate
categories, were you constrained to honor all of witness Bradley’s vaniability
findings, even when they led to results that you found difficult to accept?

(i} If so, please explain.

(i) i not, please explain the freedom you had to pursue an altered analysis,

or to place constraints on your results.
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Response:
a. No.
a.(i). Not applicable
a. {ii). | believe that my understanding of carrier operations gives me the ability
to question seemingly anomalous results. However, before making adjustments
to the delivery cost model, | consult with delivery operations personnel to confirm
that my understanding in these specific instances is credible.
b. it may be.
c.(i) | don't know. As no such axioms exist, | have not studied the issue
proposed in the question.
d.(i) and (ii). As | stated in my direct testimony, USPS-LR-L-67 disaggregates
delivery costs from the subclass level to the rate category level. Therefore, the
sum of the delivery costs at the rate level within a subclass must equal the CRA
delivery costs for that subclass. To the extent the CRA delivery costs embody
the variabilities estimated by Dr. Bradley, they are inherent in my disaggregation

of those costs to the rate category level.
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VP/USPS-T30-16.

Please refer to tab "1.Table 1" in your workbook UDCModel USPS xis, in USPS-
LR-L-67, which shows a cost for saturation flats in cell G46 of 5213 cents. Also,
please refer to tab ‘21 ECRUnitCosts' in the same workbook, which shows a
street cost for sequenced flats in cell 114 of 1.333 cents. Please explain whether
these cost figures include the carrier costs of handling any DALs that accompany
corresponding flats.

a. If so, please identify the focation in your workbook where the DAL costs are
recognized.

b. If nct, please explain the suitability of the cost that you provide as a reference
point for developing rates.

Response:

a. The unit delivery cost of 5.213 cents, presented in Table 1, includes the
carrier costs of handling DALs that accompany corresponding flats. The 1.333
cents does not include the cost of handling DALs and is only included in the
model for use in performing other calcutations to derive the final test year unit
delivery costs. USPS-LR-L-67 estimates base year DAL costs are in workbook
UDCModel.USPS worksheet ‘Summary BY' cells 79 through K79.

b. Not applicable.
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VP/USPS-T30-17.

Please refer to the response of witness Kiefer (USPS-T-36) to VP/USPS-T23-
2(c)-(d}, redirected from witness Page, which says: "l understand that the Postal
Service has not done any studies of the net costs of DALs that would produce a
reliable estimate of the total cost impact of assuming a 50% reduction in DAL
usage.” Whether based on a special study, or not, do you agree that no
reasonable estimate of, or proxy for. the cost of a DAL can be easily developed?
a. If you agree, please explain the parts of such cost that are known ang the
parts that are essentially unknown.

b. If you do not agree, please provide the estimate you would suggest, along with
any limitations.

Response:

a. Not applicable.

b. | think that USPS-LR-L-67 provides a reasonable estimate of the delivery
costs for DALSs, given the current operating procedures and volume. It estimates
base year DAL costs of approximately $165 million. However, | do not think that
the DAL costs in USPS-LR-L-67 can be mechanistically applied to estimate the
change in total costs that would be anticipated for a substantial reduction in DALs
(e.g., 50 percent, or 100 percent). The difficulty arises because if, for example,
100 percent of DALs disappeared, all of the costs associated with those DALs
would, by definition, disappear as weli. But the issue with respect to total costs
would be the cost consequences of handling the associated flats (i.e., the no-
longer-host pieces). Depending on how the remaining flat pieces are handled,

additional costs might or might not offset some portion of the savings obtained by

not having to handle the DALs.
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VP/USPS-T30-18.

Please refer to your responses to VP/USPS-T30-1(g), (h) and (i), which
concerned marginal street times ranging from 1.22 to 1.98 seconds, within a
situation where one second is approximately one cent. Your response to
VP/USPS-T30-1(g) states: “Given that these times are so broadly defined and
that there exists a minute difference in the times, | do not view them as
unreasonable.”

a. Would you agree that 1.98 seconds is approximately 62 percent greater that
1.22 seconds? If not, please provide what you believe to be the correct figure.
b. Would you agree that total variable street time to deliver each type of mail can
be obtained by multiplying the marginat time by the billions of pieces of mail
deliverad by city carriers? If you do not agree, please explain the relationship
between these marginal street times and total variable street time.

c. Please explain (i) why you regard a 62 percent difference as “minute,” and
(i) what it is about the differences being “minute” that helps to make them
reasonable.

d. Do you believe that characterizing the difference as "minute” carries any
implications about how good either estimate is? If so, please explain state the
implication(s) and your reasoning.

e. If the correct times were substantially different from the ones you found, do
you believe that a result involving "minute” differences would indicate that the
results are reasonable? Please explain your answer.

f. One of your results is that the marginal time of a sequenced letter is about 1.22
seconds. Please explain what it is about the time of 1.22 seconds that is “so
broadly defined” and how this broad definition helps to make the times
reasonable.

g. Please assume that the marginal time for a regular flat is 1,98 seconds and the
marginal time for a sequenced flat is 1.33 seconds, yielding a result that a
regular flat takes 0.65 seconds longer than a sequenced flat. Please assume
further that the correct result is reversed, meaning that the regular flat actually
takes 1.33 seconds and the sequenced flat actually takes 1.98 seconds.

(i) Do you agree that if these times were to translate directly into rates, with

no markup, at one cent per second, the rate for regular flats would decline 0.65
cents per piece when shifting to the correct result? Please explain if you do not
agree.

(i) Do you agree that, for a mailer sending 500 million pieces per year, a postage
difference of 0.65 cents results in an annual postage bill that changes by $3.25
million? If you do not agree, please present your own assessment.

(iii) If changes in results within a range, that you would call “minute,” cause
postage swings in the range of $3.25 million per year, please explain

how an observation of “minuteness” lends any support at all to the acceptability
of the results.
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Response:
a. | agree that (1.98-1.22)/1.22 is equal to sixty-two percent.
b. Total volume variable street time is calculated by multiplying the marginal
street time for a particular subclass of mail by the total originating volume for that
subclass.
c.(i) My response to VP/USPS-T-30 1(g), (h), and (}) did not compare the sixty-
two percent difference between 1.98 seconds and 1.22 seconds. Therefore, |
never said such a difference was “minute”.,
c.(iiy A sixty-two percent difference, depending on the magnitude of the numbers
being considered, can be “minute” or not “minute”. Apart from an expectation
that two numbers should be about the same, a "minute” difference between two
figures does not address the reasonableness of the numbers.
d. and e. No, a difference being minute does not necessarily make the times
reasonable. For instance, if the model estimated a marginal time of 20 minutes
for a sequenced letter and 20.01 minutes for a cased letter, | view the difference
between the marginal times as minute but do not regard those marginal times as
reasonable.
f. The estimated marginal time of 1.22 seconds includes more activities than
simply placing an additional sequenced letter in a mail receptacle. As | stated in
my response to VP/USPS-T-30-1(d), this time is an estimate of extra time within
delivery sections that would occur with an additional sequenced letter. The

purpose of using the term 'broadly defined’ was to emphasize that it represents
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more than the additional time to load a sequenced letter into a mail receptacie
given that the carrier is already at the receptacle before the additional sequenced
letter is introduced. | think it is reasonable to take all activities into account when
measuring volume variable street time per piece.
g. {) | do not know. [ am not a rates witness.
g. (i) | agree that 500 miliion multiplied by $0.0065 is approximately $3.25
million.
g (i) As | stated in my response to parts d. and e, a difference being minute
does not typically, in and of itself, make the results reasonable. A "minute”
difference multiplied by a large enough number will render significant results.

However, that fact does not transtate into minute differences being unreasonable

either.
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VP/USPS-T30-19.

Please refer to USPS-LR-L-67, workbook VolAdj.USPS xls, tab 'RPW." The
source in cell A3 is given as “USPS-LR-L-20, Shape_GFY_2005rV xls.” USPS-
LR-L-20, however, as appearing on the Commission’s web site, appears to
contain only a summary report, named: Fy2005_RPWsummaryreport.xls.
However, USPS-LR-L-87 does contain a file named "Shape GFY 2005rV.xls."

a. Please confirm that the source of USPS-LR-L-67, VolAdj.USPS xis, tab ‘RPW’
is found in USPS-LR-L-87. If you do not confirm, please provide the actual
source.

b. Please confirm that none of the volumes shown on tab 'RPW' include DALs as
separate pieces. If you do not confirm, please indicate which figures include the
DALs.

Response
a. Confirmed.

b. Confirmed



Response of Postal Service Witness Keliey to Interrogatories posed by Valpak
Direct Marketing Systems, Inc. and Valpak Dealers’ Association, Inc.

VP/USPS-T30-21.

Please refer to USPS-LR-L-67, workbook VolAdj.USPS xls.

a. Please refer o tab '‘CagingEstimates.’ Are all figures on this sheet for the Base
Year? If not, please identify them.

b. in tab ‘CagingEstimates,” does the zero in cell C13 mean that no unaddressed
Saturation flats (of the kind that would be accompanied by a DAL) are ever

(1) cased, or (i) collated? If it does not, please explain. If it does, please

explain whether this is an assumption or is based on actual data from operations.
c. Please refer to tab ‘SaturationVols.” Does the zero in cell 013 mean that no
DALs are ever DPS'd? If it does not, please explain what it means. If it does,
please: (i) indicate whether this is an assumption, or is based on actual data
from operations, and (ii) reconcile the zero figure with the statement of witness
McCrery (USPS-T-42) at pages 12-13 that “[t]his includes Detached Address
Labels (DALs), which are also often transported back to the plant for DPS
processing in order to eliminate the need to manually case the cards in

delivery.” (USPS-T-42,p. 12,1 27top. 13,1. 1)

d. Please refer to tab ‘CCSDisag.’ Are DAL volumes included in any figures on
this sheet? If they are, please indicate each cell in which they can be found.

Response
a. Yes.
b. in the derivation of the unit delivery costs for USPS-LR-L-67, | did not realize
that it was possible to distinguish between ‘pure casing’ tallies for addressed as
compared to unaddressed flats. Therefore, | made the assumption, for the
purpose of determining the sequenced flat volume, that all $23 million in ‘pure
casing' costs be assigned to ECR Saturation attached fabel flats. As a result, |
assumed that unaddressed saturation flats were neither cased nor collated since
they incurred zero ‘pure casing’ costs.

Recently, however, | became aware of a different way to mine the tallies
which allowed me to distinguish between ‘pure casing’ costs for addressed and

unaddressed ECR Saturation flats. The results of this analysis showed that of
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the $23 million in ‘pure casing’ costs $21.6 million were assigned to attached
label saturation flats and the remaining $1.4 million to unaddressed

flats — presumably host pieces of DAL mailings. Dividing the ‘pure casing’ costs
of addressed and unaddressed flats by these proportions has virtually no impact
(one-thousandth of a cent) on the unit delivery costs as presented in Table 1 of
USPS-1L.R-L-67.

C. As | stated on page twelve of my direct testimony, | assumed that zero
DALs pass through DPS processing in deriving the unit delivery costs. | made
this assumption after discussions with delivery operations personnel that
asserted that DALs pass through DPS processing rarely. In terms of witness
McCrery’s statement, | have nothing to add beyond what was already stated by
witness Coombs in response to VP/USPS-T44-12.b.

d. Yes. DALs are included in each line of the columns (1) and (6).
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VP/USPS-T30-22.

Please refer to the table below, which represents an effort to collect some of the
costs in Library Reference USPS-LR-L-67. The lightly shaded boxes do not
apply.

a. Please confirm that each estimate shown in the table is an appropriate
estimate for the Base Year. If you do not confirm, please provide alternative
estimates that you support.

b. Please confirm that all direct casing costs shown in the table are the result of
applying casing rates from Docket No. R90-1, USPS-T-10, and do not represent
results from actual, more recent operations. If you do not confirm, please explain
all sources.

c. To the extent that your analysis allows, please fill in the blank boxes in the
table.

d. To the extent that you believe them important, please list any key assumptions
on which the figures in the table are based.

Standard ECR Mail -- DPS & City Carmer Marginal Costs
(cents per picce ) (BY 2005) (UUSPS version)
FECR Category DPS Costs | In-office In-office In-office Street
Casing Non- Indirect
Direct casing
Direct
Letter Size
e I
DPS ErEL T 1.81 1/
Non-Sat, 1.81 1/
Non-DPS
Sat, Non-DPS, | 181 v
Norn-Seq
Seq 122 2
DAL
DAL IDPS 181 1/
DAL Cased 1.81 V
DAL Seq 1.22 2/
Addressed Flats
Non-Sat 1.98 3/
Sat Cased 1.98 3/
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1.33 &4/

Sat 5¢q

Unaddressed
Flats

Sat Cased 1.98 3/

Sat Seq 133 ¥

i/ UDCModel USPS.xls, tab ‘21 ECRUnit Costs’ cell E9.

3/ UDCModel USPS . xls, tab ‘21 . ECRUnit Costs” cell 113,
3/ UDCModel USPS xls, tab 21 ECRUnit Costs’ cell E10.
4/ UUDCModel LISPS . xls, tab ‘21 ECRUnit Costs” cell 114,
5/ VolAd). USPS xls tab *CasingEstimates’ cell F9.

6/ VolAd).USPS xls tab ‘CasingEstimates’ cell F10.

7/ VolAdp.USPS xls tab ‘Casingkstimates’ cell F12.

8/ VolAd). USPS.xls tab *CasingEstimates” cell F12

Response

a. Not confirmed. The alternative estimates are shown on the attached
spreadsheet.

b. The casing rates shown in the table do not accurately represent the
In-Office Casing direct labor unit costs in USPS-LR-L-67. Witness Shipe’s
casing productivities are only used to partition city carrier ECR Saturation letter
and flat volume into 1) cased or 2} sequenced. The unit casing costs

shown in the table represent the ratio of Shipe's productivities to the city carrier

hourly wage rate, or, alternatively, the ratio of ‘pure casing’ IOCS casing costs

from letter routes to the number of pieces cased for letters and flats respectively.

‘Pure casing’ only includes the activity ‘B’ Sequencing/Casing Mail on letter
routes. However, In-office Direct Casing Costs include ‘general casing’ costs
from letter routes, SPR, and Route 99. ‘General casing' includes the following
three activities: 1) ‘A’ — Preparing Mail for Sequencing / Loading Ledges; 2) 'B’

Sequencing/Casing Mail; or 3} ‘C” Withdrawing/Pulling Down Mail/Strapping Out
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Mail (From Carrier Case). So, while the estimates in the table are a function of
the Shipe productivities, that would not be true for 6.1 direct casing costs.

¢. Refer to the attached spreadsheet.

d. The important assumptions utilized to derive the unit delivery costs in USPS-
LR-L-67, and thus the figures in the table, are contzined in my direct testimony. 1

made no special assumptions for purposes of the table.
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Posed by Valpak

VP/USPS-T30-23.

Please refer to your response to VP/USPS-T30-10, and the table in which you
provide unit delivery costs — that you do not endorse — for DALs delivered by
city carriers.

a. The volume variable street time cost for a Cased DAL and Host-Piece
Sequenced Flat, as shown in your table, is $0.0462. That amount is not equal to
the sum of {i} a Cased DAL (30.0254) and (ii} a Sequenced Flat ($0.0198), the
sum of which equals $0.0452. Please explain the difference.

b. The volume variable street time cost for a Sequenced DAL and Host-Piece
Sequenced Flat, as shown in your table, is $0.0380. That amount is not equal to
the sum of {i) a Sequenced DAL ($0.0171) and (ii) a Sequenced Flat ($0.0198),
the sum of which equals $0.0369. Please explain the difference.

Response
a. and b. My revised response to VP/USPS-T30-10 resolves the issues posed in

these guestions.
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Posed by Valpak

VP/USPS-T30-24.
Please refer to your response to VP/USPS-T30-10, and the table in which you

provide unit delivery costs — that you do not endorse — for DALs delivered by
city carriers. Also refer to the Postal Service "Request,” Attachment A, page 21,
footnote 7, which proposes a 1.5 cent surcharge for DALSs.
a. On those occasions when city carriers case DALs, what is the estimated unit

cost per DAL?

b. What is the combined, weighted average in-office and street time unit cost per

DAL for city carriers to process and deliver DALs? Please explain how your

answer is derived.
c. What is the average unit cost per DAL for rural carriers to handle DALs?

Please explain how your answer is derived.

Response

a. and b. My revised response to VP/USPS-T30-10 only refers to street time unit

(per CCCS piece) delivery costs. The table below shows the in-office and street

costs and unit costs for a cased Saturation DAL (per CCCS) piece for the base

year. The last row of the table shows the unit cost per DAL delivered on city

routes to equal 3.768 cents. It is derived by taking the ratio of the aggregate

piggybacked office and street DAL costs to the DAL volume delivered on city

delivered on rural routes. This is derived by taking a weighted average, by

routes.

ECR Volume In-Office Street In-Office | Street | City (Office

Saturation (000) Costs Costs Unit Cost | Unit and

DAL (000) (000) (Cents) Cost Street)Unit
(Piggy (Piggy (Cents) | Cost (Cents)
included) included)

Cased 1,292,953 $43.509 $32,876 (3365 2.543 5.908

| Sequenced | 1,514,931 $ 3,423 $25,997 |0.226 1.716 1.942
Total 2,807,885 $46,932 $58.873 1 1.671 2.097 3.768
C. The estimated base year unit cost for rural carriers to 5.265 cents per DAL

volume, of the unit costs from the relevant compensation categories for DALs.

Since USPS-LR-L-67 assumes that no DALs are DPS'd, the refevant




Response of Postal Service Witness Kelley to Interrogatories
Posed by Valpak

compensation categories and units costs for DALs are 1) 'Other Letters' (unit
cost 4.508 cents) and 2) ‘Boxholder’ (unit cost 3.100 cents). Applying the
appropriate weights of .97 and 0.03 (based on assumption that three percent of
DALs on rural routes use simplified addresses) to the ‘Other Letter and
‘Boxholder’ unit costs, respectively, produces a base year unit cost without
piggybacks of 4.465 cents. Applying the base year piggyback factor of 1.179

produces a base year cost of 5.265 cents per DAL delivered on rural routes.
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Posed by Valpak

VP/USPS-T30-25.

Please refer to the delivery costs for ECR letters, as contained in (1) USPS-LR-L-
67 (at USPS costing) and USPS-LR-L-101 (at PRC costing) in the instant docket
and (2) USPS-LR-K-67 (at USPS costing) and USPS-LR-K-107 {at PRC costing)
in Docket No. R2005-1.

Please explain why high-density letters were shown as a separate category in
the studies of Docket No. R2005-1 but are not shown as a separate category in
the studies of the instant docket, and describe the effects of this change.
Response

Although | do not believe that it has any effect on my answer, in your
question, 1 assume you meant to refer to USPS-LR-K-101, rather than USPS-LR-
K-107.

After discussions with rate design personnel, it was my understanding that
aggregated ECR Non-Saturation unit delivery costs, as subsequently presented
in USFS-LR-L-67 and USPS-LR-L-101, would be sufficient for their purposes.
Specifically, no one told me that they needed disaggregated rate category costs
for the Non-Saturation rate categories. As a result, | decided to combine all of
the ECR Non-Saturation rate categories, by shape, inio average unit delivery
costs. This has no effect on the underlying costs, but it could lead to
misinterpretation of the reported costs. Specifically, if one were to assume
(erroneously) that the aggregate unit delivery cost reported for ECR Non-
Saturation is equal for each rate category to the unit cost estimate that would
result if each component were estimated separately, one would be overstating
the unit cost of High Density letters, as in reality the costs for High Density are

lower than those for the other components of the aggregate Non-Saturation

costs.
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VP/USPS-T30-26.

Please refer to your response to VP/USPS-T30-10.

a. When you emphasize that USPS-LR-L-67 only disaggregates, or partitions,
delivery costs from the subclass tevel in the CRA to the rate category level, does
this mean that if the unit costs provided in your response were to be (i) multiplied
by the city carrier volumes of each category, and (ii) then summed, the result
would equal the volume variabie street time cost (segment 7) for all ECR
saturation flats? If this is not correct, please indicate what such a sum would
represent.

b. With reference to the unit costs provided in your response, is it reasonable to
infer that the street time unit cost of handling a Cased DAL ($0.0254) is about 92
percent of the unit cost of handling a Cased ECR Saturation Flat ($0.0277)7 If
this is not a reasonable inference, please explain why not, and indicate how one
would go about comparing the volume variable street time unit cost of these two
items,

c. Is it reasonable to infer that the street time unit cost of handling a Cased DAL
($0.0254) is about 149 percent of the cost of handling a Sequenced DAL
($0.0171)7 If this is not a reasonable inference, please explain why not, and
indicate how one would go about comparing the volume variable street time unit
cost of these two items.

d. Is it reasonabie to infer that the street time unit cost of handling a Sequenced
Saturation Fiat ($0.0198) is about 71 percent of the cost of handling a Cased
ECR Saturation Flat ($0.0277)? If this is not a reasonable inference, please
explain why not, and indicate how one would go about comparing the volume
variable street time unit cost of these two items.

e. Is it reasonable to interpret the unit costs provided in your response to
VP/USPS-T30-10 as the marginal street time costs for city carriers to handle one
more {or less) Saturation Flat/DAL when taken to the street in the various
conditions described (e.g., cased or sequenced)? If it is not reasonable to
interpret these unit costs as the marginal street time costs for city carriers to
handie one more {or less) Saturation Flat/DAL, piease indicate where a better
estimate of the marginal cost can be found, or how it can be derived.

Response

a. Yes, The table below demonstrates the calculation,

ECR Saturation Segment 7 Unit CCCS Volume (000) Segment 7 Volume
Cast {cents}) Variable Cost (000)°
{including
piggybacks)1
Cased Flat 2.769 1,065,486 $29.504
Sequenced Addressed Flat 1.869 2,232,345 $41.718
Sequenced Unaddressed Flat 1.884 2,807,885 $52.912
Cased DAL 2.543 1,292,953 $32,876
Sequenced DAL 1.716 1,514,931 $25,997
ECR Saturation Flat (DAL 2.997 6,105,716 $183,007
costs included)

"Source Revised response to VP/USPS-T30-10
"Multiplication of the unit costs by CCCS volume may not equal tofal in colurmn 3 due to rounding.
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Posed by Valpak
b. —d. My revised response to VP/LUSPS-T30-10 changes the unit costs posed

in this question. The table below has the correct unit costs as well as the

relevant percentages posed in the question.

ECR Saturation Segment 7 Unit | Correct Relevant Posed in
Cost{Cents) | VP/USPS-T30-26
per CCCS
Piece (Piggy
Included)’
Cased DAL 2.543 Cased DAL _ g30;
Cased Sawration Flat "
Sequenced DAL 1.716 Cased DAL |48
Sequened DAL - f
Cased Saturation Flat 2.769
Sequenced Saturation Flat 1.877 Sequenced Saturation flat o8¢
. s s =0 0
Cused Saruration Flat

"Source: Fevised Response to VP/USPS T30-10

My response to Interrogatory VP/USPS-T30-11(j) provided the reasons |
believe that the reqgular delivery time unit costs are reasonable. These unit costs
reflect the costs incurred by the mail shapes across the entire city carrier delivery
network and thus embody more than the relative amount of time required for
handling a piece on any given route. Since ECR Saturation letter and flat costs
incurred within delivery sections of letter routes account for such a large portion
of the total street time costs, | view the unit costs provided in my revised
response to VP/USPS-T30-10 as reasonable for the exact same reasons | stated

in my response to VP/USPS-T30-11(j).
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e. No, not without further study. The marginal costs you are asking about are
very detailed. They are the marginal costs at the rate category level, by shape,
by mail characteristic or preparation. Note that the base-year model produces
marginal costs at the subclass level, and your request goes far beyond that level.
| have not done an analysis of the costs calculated at the rate category level, by
shape, by mail preparation or characteristic, to determine if these disaggregated
costs are valid estimates of the marginat street time costs to handle cne more
Saturation flat/DAL. | do not know of any location where such a marginal cost
analysis can be found. My analysis was done solely to assist pricing witnesses
in their determinations. My understanding is that witness Bradley provides the
method for calculating marginal delivery times by shape in his response to

VP/USPS-T14-17.
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VP/USPS-T30-27.

Please refer to your response to NAA/USPS-T30-7, which provided separate
delivery costs for Basic and High Density ECR fiats, at USPS costing.

a. Please provide similar delivery costs for Basic and High Density ECR letters,
at USPS costing.

b. Provide costs for ECR letters, Basic and High Density, at PRC costing,
consistent with USPS-LR-L-101.

c. Provide costs for ECR flats, Basic and High Density, at PRC costing,
consistent with USPS-LR-L-101.

Response
a. The unit delivery costs for ECR Basic and High Density letters are

contained in the table below.

ECR letters TY Costs TY Volume (000) TY Unit Delivery Cost
(USPS) (including USPS Methodology
piggybacks) {Cents)
(000)
Basic $215,238 4,143,769 5194
High Density $27.091 660.947 4.099
Total Non-Saturation $242,329 4,804,715 5.044
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b. The unit delivery costs for ECR Basic and High Density letters are

contained in the table below.

ECR letters TY Costs TY Volume {000} TY Unit Delivery Cost
{(PRC) (including PRC Methodology
piggybacks) (Cents)
(000)
Basic $216,660 4,143,369 5.229
High Density $27.211 660,947 4.126
Total Non-Saturation $243,931 4,804,715 5.077
C. The unit delivery costs for ECR Basic, Automation, and High Density

letters are contained in the table below.

ECR Flats TY Costs TY Volume (000) TY Unit Delivery Cost
(PRC) (including PRC Methodology
piggybacks) {Cents)
(000)
Basic $1,024,455 13,893,961 7.373
High Density $100,679 1,886,024 5.338
Total Non-Saturation $1,125,134 15,779,784 7.130
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VP/USPS-T30-28.

Please refer to the responses of witness Czigler (USPS-T-1) to VP/USPS-T11-1
and 3. According to the response to VP/USPS-T11-1, IOCS tallies do not
distinguish whether city carriers are casing or collating flats. According to witness
Coombs, USPS-T-44 (p. 13, lIl. 15-19), when city carriers have two sets of
saturation flats to deliver, they sometimes will collate the flats rather than case
them, because collating is more efficient.

a. When you use 10CS tallies to estimate city carrier hours spent casing, and
from the hours spent casing you estimate the volume “cased,” what assumptions
do you make with regard to:(i) the time spent collating and the volume that is
coliated (as opposed to cased); and (ii) the rate at which flats are collated?

b. Since collated saturation flats are taken directly to the street as “sequenced”
mail, while those flats actually cased are taken to the street as “cased mail,” what
assumptions do you make when using I0CS tallies for flats to estimate: (i) the
total volume of flats taken to the street as sequenced mail; and (ii) the volume of
collated flats taken to the street as sequenced mail®

Response

a. (i) No assumptions are made with regard to the amount of time or cost
associated with collating. Since the IOCS does not distinguish between casing
or collating costs, USPS-LR-L-67 regards 'pure casing’ costs to include casing
and collating.

(ii). For the sole purpose of partitioning ECR Saturation volume into cased or
sequenced, USPS-LR-L-67 assumes that carriers case and collate pieces at the
same rate (41.2 pieces per minute for letters and 27.4 pieces per minute for
flats). This is done because the casing and collating costs cannot be
distinguished in the IOCS.

b. (i). and (ii). The algorithm used to estimate cased and sequenced ECR
Saturation volume is contained on page nine of my direct testimony. My
references to IOCS ‘casing’ costs in Step 1 and Step 2 (page nine, lines seven

through ten) include collating costs. As a result of the 10CS not distinguishing

between collating and casing costs, ECR Saturation pieces that are collated are
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considered cased rather than sequenced using the methodology for determining

cased and sequenced volume described in my direct testimony.
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VP/USPS-T30-29.

a. What is the unit cost for delivery of Standard letters to a post office box? If the
unit costs for Standard Reguiar letters and Standard ECR letters differ, please
provide each separately.

b. What is the unit cost for delivery of Standard flats to a post office box? If the
unit costs for Standard Regular flats, Standard ECR non-saturation flats, and
Standard ECR saturation flats differ, please provide each separately.

Response

a. and b. My understanding is that this information is not available.
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Vaipak Direct Marketing Systems, Inc and Valpak Dealers’ Association, Inc.

VP/USPS-T30-30.

a. What is the unit cost for delivery of Standard letters by highway contract
carriers? If the unit costs for Standard Regular and Standard ECR letters differ,
please provide each separately.

b. What is the unit cost for delivery of Standard flats by highway contract
carriers? If the unit costs for Standard Regular flats, Standard ECR non-
saturation flats, and Standard ECR saturation flats differ, please provide each
separately.

c. What is the volume variability of the cost of delivery via highway contract
carriers?

Response

a.—c. My understanding is that this information is not available.
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VP/USPS-T30-31.

Please refer to your response to VP/USPS-T30-17(b).

a. Is your estimate of $165 million for the base year cost of DALs for (i) DALs
delivered by city carriers only, {iiy DALs delivered by both city and rural carriers,
or (i) all DALs, including those delivered to post office boxes or General
Delivery, or by highway contract carriers?

b. Is the $165 million estimate applicable only to out-of-office delivery (e.g., cost
segment 7 for city carriers and, possibly, cost segment 10 for rural carriers), or
does it also include in-office costs in segment 67

c. What is the volume of DALs to which your $165 miilion is applicable?

d. Please refer to your analysis of carrier costs as contained in USPS-LR-L-67.
Please assume that the Commission were to find that the actual volume of DALs
was different in the base year than the estimate you used, and a decision were
made to adopt a new, higher estimate. On a step-by-step basis, referring to
specific workbooks, sheets in those workbooks, and cells, please explain how the
Commission would use the new estimate so that revised cost estimates were
generated by the workbooks corresponding to a different volume of DALS.

Response

a. {1} No.

(i), Yes.

(i) No.

b. As | stated on page 11 of my direct testimony, all segment 6, 7, and 10 costs
(base year estimate $165 million) attributed to DALs are included in the unit
delivery cost for ECR Saturation Ftats.

c. The $165 million cost estimate is applicable to 2.8 tillion DALs on city routes
and 1.1 billion DALs on rural routes {of which three percent are assumed to have
simplified addresses).

d. A different estimate of DALs can be incorporated in USPS-LR-L-67 by
changing the values of cells D11, D15, and D21 within workbook

UDClInputs. USPS xis worksheet ‘DALs’. Those cells refer to the base year DAL
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volume estimates for RPW, city, and rural respectively. The RPW estimate is

only needed to distribute attached label 'Boxholder’ volumes to shape.
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VP/USPS-T30-32.

Please refer to your testimony (USPS-T-30), page 10, line 20, through page 14,
line 17, and to your response to VP/USPS-T30-17(b), which sets out your
estimate of $165 million for the base year delivery costs for DALs.

a. Please confirm that your testimony in this docket (USPS-T-30) discusses
Detached Address Labels (“DALs") only at page 10, lin=2 15, through page 14,
line 17.

b. Please confirm that your testimony {at p. 10, 1. 20 to p. 11, 1. 4) explains that
the In-Office Cost System attributes the costs of the DALs to letters, while the
Revenue Pieces and Weight System attributes the revenue from these DALS to
flats.

c. Your testimony at page 11, fines 4-5, states that this “different treatment of
DAL mailings by these systems complicates the methods used to derive unit
delivery costs for ECR Saturation rate categories.”

(i) Please confirm that your testimony does not describe the way in which the
Postal Service has historically attributed the costs associated with delivering
DALs to letters rather than flats as an error, mistake, oversight, or by way of
some cother similar description. If you do not confirm, please state where this is
described in your testimony.

(i} In your opinion, was the way in which the Postal Service historically attributed
the costs associated with delivering DALS an error or mistake or oversight
resulting in overattribution of costs to ECR Saturation letters and underattribution
to ECR Saturation flats (that then led to the undercharging of ECR Saturation
flats, and the overcharging of ECR Saturation letters in prior dockets)?

d. Your testimony at page 11, lines 6-7, states that in "Docket No. R2005-1, all
delivery costs (segments, 6, 7, and 10} associated with ECR Saturation DALs
were transferred to ECR Saturation Fiats.”

(i) Please confirm that the cost transfer you reference had no effect on the rates
requested by the Postal Service for ECR Saturation letters and flats, and that the
historic overcharging of ECR Saturation letters, and the undercharging of ECR
Saturalion letters continued in Docket No. R2005-1, as pre-Docket Na. R2005-1
rates were increased by the same percentage. If you 4o not confirm, please
explain why.

(1) In your opinion, did the Postal Service's decision in Docket No. R2005-1 to
increase rates for ECR Saturation letters and flats by the same percentage,
without making any adjustment for the costing mistake that had been identified,
perpetuate rates based on historically inaccurate cost attribution and result in
unfairness to ECR Saturation letters?

e. (i) Please confirm that your testimony (USPS-T-16) in Docket No. R2005-1
contains only a chart at page 6 (revised 6/17/05) and provides no narrative
discussion whatsoever of the erroneous overattribution of costs to ECR
Saturation letters and underattribution of costs to ECR Saturation flats (and
consequent overcharging of ECR Saturation letters and undercharging of ECR
Saturation flats).

(1) Please confirm that nowhere in your or other Postal Service testimony
submitted to the Commission in Docket No. R2005-1 was the historic
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Direct Marketing Systems, Inc and Valpak Dealers’ Association, Inc

overcharging of ECR Saturation letters to the benefit of ECR Saturation flats
relating to DALs described as being the result of a Postal Service mistake, error,
oversight, or other similar description.

f. Please identify the date and circumstances of first time that you, or anyone in
the Postal Service to your knowledge, became aware of this error discussed
above in part d dealing with the method of attributing the costs of DALs to ECR
Saturation letters.

g. Please explain whether the $165 million estimate in your response to
VP/USPST30-17(b) is an estimate of the extent to which ECR Saturation letter
costs would have been overstated and ECR Saturation letter costs would be
understated in the Base Year, if the DAL cost/revenue mismatch had not been
identified and adjusted for by you in USPS-T-30.

h. Please confirm that if the $165 million Base Year delivery cost estimate in your
response to VP/USPS-T30-17(b) is divided by the number of ECR Saturation
letters in the Base Year, that it would reveal the unit overstatement of costs for
ECR Saturation letters that occurred in the Base Year. Please explain any failure
to confirm.

Response

a. Confirmed.

b. Not confirmed. The IOCS assigns DAL costs to their host-pieces. Quoting
from page 10 of my testimony, "the In-Office Cost System (I0CS) distributes
tallies from DALSs to their host pieces”. RPW considers a DAL mailing (DAL and
host piece) as one piece of mail with the same shape as its host piece.
Therefore the revenue and volume of DAL mailings are included with their host
pieces -- either flats or parcels.

c. (i) My testimony (page 11 line 6) only discusses the treatment of DAL costs
from the instant docket and the previous docket (Docket No R2005-1). 1 does
not include a discussion of the historical treatment of DALs in deriving delivery
cosls.

(ii). No, | do not believe that the Postal Service necessarily overestimated the

unit delivery costs for ECR Saturation letters in previous unit delivery cost



Response of Postal Service Witness Kelley to Interrogatories Posed by Valpak
Direct Marketing Systems, Inc and Valpak Dealers’ Association, Inc

models. Before Docket No R2005-1, the Postal Service utilized a considerably
different methodology to derive unit delivery costs. The previous methodology
made more extensive use of RPW volumes to distribute portions of segments 7
and 10 costs to shape. As a result, the costs distnbuted based on RPW volumes
were not incorrectly attributed to ECR Saturation letters, since DAL volume is not
included in RPW Saturation letter volume. In addition, my understanding is that
segment 6 costs have historically attributed DAL costs to flats.

A useful comparison of the two methods can be found in Docket No.
R2005-1, in which my testimony included the unit delivery costs from the two
methods. The current methodology, which explicitly transfers DAL costs, was
employed in USPS-LR-K-67 (USPS version), and the previous methodology.
which implicitly transfers DAL costs by using RPW volumes rather than CCS
volumes, was used in USPS-LR-K-101 (PRC version). The table below shows

the R2005-1 test year unit delivery costs from each methodology.

ECR TY06 UDC TY06 UDC Difference Volume Cost
Saturation USPS-LR-K-67 USPS-LR-K-101 | (USPS-PRC) {Difference x
(Cents) (Cents) {Cents) Volume
{000)
Letters 4137 4.003 0.134 4,229835 $5.659

The difference in the unit delivery cost for ECR Saturation letters is only

0.134 cent from the two versions. This difference translates into a $5.7 million

difference in ECR Saturation letter delivery costs between the two methods.
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Direct Marketing Systems, Inc and Valpak Dealers’ Association, Inc

Even this small difference cannot be solely attributed to an incorrect allocation of
DAL costs using the previous methodology. From this direct comparison of unit
delivery costs for ECR Saturation letters using the two metheds, | cannot
conclude that the Postal Service “historically” disproportionately allocated a
material amount of costs to ECR Saturation letters due to the mistreatment of
DAL costs.

d. (i) Not confirmed. {don’t know. | had no role in setting rates in the previous
docket.

(ii}. 1 have no opinion on rate design issues. As explained in part c (i), however,
I do not necessarily accept your assertion that the unit delivery costs for ECR
Saturation letter costs have historically been overstated by a material amount
due to the mistreatment of DAL costs.

e. (i} | confirm that my direct testimony in Docket R2005-1 does not contain any
discussion, other than in a footnote on page six, about the treatment of DAL
costs 1 Docket R2005-1 or any previous docket.

(ii). Confirmed. | don't believe that the Postal Service has necessarily committed
such a mistake, error, or oversight in its previous derivations of unit delivery
costs.

f. | do not know the specific date. The change in the methodology to use CCS
volumes to distribute subclass costs to shape was the impetus to explicitly shift
segments 7 and 10 DA costs, as was done implicitly with the use of RPW for
distribution in previous dockets. CCS counts DALs as letters so to distribute

subclass costs to shape based on letter volumes thai include DALs would result
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Direct Marketing Systems, Inc and Valpak Dealers’ Association, Inc

in a higher proportion of segments 7 and 10 costs being attributed to ECR

Saturation letters. The change in methodology required the change in the

treatment of DAL costs, as without the transfer, the unit delivery costs for ECR

Saturation letters would be between two and one-half and three cents higher

{depending on which case is examined) as the table below indicates.

ECR Saturation

TY UDC {LR-L-67)

Docket No. R2006-1

TY UDC (LR-K-67)

Docket No. R2005-1

(Cents) (Cents)
Letters (with Segments 7 and 10 DAL 6191 6.665
costs included}
Letters (with Segments 7 and 10 DAL 320¢ 4137
costs shifted to flats)
Difference 2.986 2.527

3495

g. lam not sure why you have posed this guestion in conjunction with questions
about what has been done in previous dockets. | agree that $165 million is an
estimate of the amount in the current case by ECR Saturation letter costs would
have been overstated and ECR Saturation flat costs would have been
understated if all of the costs identified with DALs had erroneously been
associated with letters as opposed to flats, but that amount has no necessary
relationship with the methodology used prior to Docket No. R2005-1,

h. Not confirmed. The procedure you describe would not reveal the
overstatement in estimated unit letter costs “that occurred in the Base Year.” No
overstatement of estimated unit letter costs occurred in the Base Year. Instead,

the procedure you describe relates to the overstatement in estimated unit letter
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costs that would have occurred in the Base Year, if all of the costs estimated to
be associated with DALs had erroneously been associated with letters instead of

flats.



Response of Witness John Kelley (USPS-T-30) to Interrogatories of Valpak
Direct Marketing Systems, Inc. Redirected from Witness Page

VP/USPS-T23-1.

Please refer to the adjustment you made to shift the costs of Basic ECR
Automation letters (Commercial and Nonprofit) to the Regular {Commerciat and
Nonprofit) subclasses, discussed on page 26 of your testimony (USPS-T-23),
beginning on line 20, and to Table 13, page 27, showing a downward adjustment
for all mix changes in ECR of $164,842 000. See afso USPS-LR-L-59, workbook
“Final Adjustments2008-USPS.xls, sheet ‘Inputs,™ showing

(i) a cost for mail processing in cell B41 of 4.75 cents, (ii) a cost for city carriers in
celt C41 of 3.52 cents, and (iii) a cost for rural carriers in cell D41 of 1.50 cents.
a. Please state how much of the $164,842,000 is due to movement of the Basic
ECR Automation letters to Regular (Commercial and Nonprofit) and how much

is due to other mix changes.

b. Please provide the location in USPS-LR-L-67 of the carrier costs of 3.52 cents
and 1.50 cents. Only a general reference to Library Reference 67 is shown on
the ‘Inputs’ sheet.

c. Do the delivery costs of 3.52 cents and 1.50 cents mean that it costs 2.35
times as much to have a city carrier deliver a letter as to have a rural carner
deliver a letter? If so, why is this reasonable? If not, what do these cosls mean?

Response

a. Answered by witness Page (USPS-T-23).

b. Answered by witness Page (USPS-T-23).

C. No, the unit delivery costs cited {city unit delivery cost is actually 3.54
cents) should not be interpreted to mean that it costs 2.36 (3.54/1.50) times as
much to have a city carrier deliver an ECR Non-Saturation letter as to have a
rural carrier deliver an ECR Non-Saturation letter. The number 2.36 is the ratio
of the total test year city carrier ECR Non-Saturation letter cost to the total test
year rural carrier ECR Non-Saturation letter cost ($170,150/$72,179). The
respective unit costs were derived by dividing each of those total test year costs
by the same originating test year volume. Summing the two unit delivery costs
equals the final test year unit delivery cost found in Table 1 of 5.04 cents for ECR

Non-Saturation letters.
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Response of Witness John Kelley (USPS-T-30) to Interrogatories of Valpak
Direct Marketing Systems, Inc. Redirected from Witness Page

What these costs mean is that it is expected. on average, that an
additional ECR Non-Saturation letter causes an additional 3.54 cents of city
delivery cost and an additional 1.50 cents of rural deiivery costs. If you perhaps
find that difficult to envision (because, in reality, any one piece is likely to incur
only city or rural delivery costs, but not both), you could equally properly think of
an additional 100 ECR Non-Saturation letters, which in the aggregate wouid be

expected to add $3.54 to city delivery costs and $1.50 to rural delivery costs.
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Responses of Postal Service Witness Kelley (USPS-T-30) to Interrogatories
Posed by Valpak, Dealers Association, Inc., Redirected from Witness
Coombs

VPIUSPS-T44-27.

For saturation mailings sent to rural routes in FY 2005, what proportion used
simplified addresses?
Response

This figure is unavailable. My understanding is that RCCS does not
record information about the number of saturation mailings. RCCS records mail
volume by compensation category. Pieces with simplified addresses or no
address (e.g. host pieces of DAL mailing) are recorded as '‘Boxholder’. In USPS-
LR-L-67, ‘Boxholder volume is distributed to rate categories in the same
proportion as RPW. Three percent of DALs delivered on rural routes are

assumed to use simplified addresses and, as a result. are included with ECR

Saturation 'Boxholder’ volume.
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Responses of Postal Service Witness Kelley (USFS-T-30} to Interrogatories
Posed by Valpak, Dealers Association, Inc., Redirected from Witness
Coombs

VP/USPS-T44-28.

Please confirm that non-federal government agency mailers may not use
simplified address on any city routes.

Response

Not confirmed. It appears that official matter mailed by State (including District of
Cofumbia and Puerto Rico) and local governments can use simplified addresses

on city routes. The specific requirements are contained in section 602.3.2.2 of

the DMM.
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Responses of Postal Service Witness Kelley (USP3-T-30) to Interrogatories
Posed by Valpak, Dealers Association, inc., Redirected from Witness
Coombs

VP/USPS-T44-29.

Please refer to the response of witness Kelley (USPS-T-30) to NAA/USPS-T30-
5(a) and explain how the "Deceptive Mai!l Prevention and Enforcement Act,
Public Law 106-168, amending 39 U.S.C. § 3001, restricts the use of simplfied
addresses.

Response

Public Law 106-168, amending 39 U}.S.C. § 3001, imposes obligations on
companies sending sweepstakes and skill contests materials through the mail.
The statute requires the companies to adopt reasonable practices and
procedures to prevent the mailing of these matenrials to any person, who by virtue
of written request, declares their intent to not receive such maiings. Although
the law may not expressly limit the use of simplified addresses, itis my
understanding that mailers apparently feel that the risk of non-compliance is
reduced if they avoid the use of simplified addresses. The Postal Service has

not determined what other approaches may be feasible to assist mailers to meet

their obligations under this law.
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CHATIRMAN OMAS: Is there any additicnal
written cross-examination of Witness Kelley?

Mr. Hall?

MR. HALL: Yes. Thank you, Mr. Chairman.
Mike Hall for Major Mailers Asscciation.

I have four additional interrogatories to
designate, and they are APWU/USPS-T30-1 through 3 and
MMA/USPS-T30-31, which I believé was received
yesterday or the day before.

1711 hand ccpies to the witness and ask, Mr.
Kelley, have you had an opportunity to review those?

THE WITNESS: Yes.

MR. HALL: And if you were asked the
questions in those interrogatories would your answers
be the same today?

THE WITNESS: Yes.

MR. HALL: With that, Mr. Chairman, I'1ll
hand two copies to the reporter and ask that they be
transcribed.

CHAIRMAN OMAS: Without cbjection. Sa
ordered.

/7
/7
//
//

Heritage Reporting Corporation
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3503
(The documents referred to
were marked for
identification as Exhibit
Nos. APWU/USPS-T30-1 through
3 and MMA/USPS-T30-31, and

were received 1in evidence.)

Heritage Reporting Corporation

(202)
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Response of Postal Service Witness Kelley to Interrogatories Posed by
American Postal Workers Union, AFL-C!O

APWU/USPS-T30-1
What are the primary drivers of differences in unit delivery costs?

Response

| will describe the primary factors that affect the unit delivery costs in a
hierarchal fashion in order of importance from highest to lowest. First, the
proportion of volume that is delivered by city or rural carriers affects the unit
delivery costs. This is important because if a piece is not delivered by city or
rural cammiers, it will not incur cost segment 6, 7, or 10 costs, but will be included
in the originating volume which is how unit delivery costs are derived. Secondly,
the distribution of volume delivered between city and rural carriers alsec affects
the unit delivery costs. The reason that this is important is that the costs are
derived differently for pieces delivered on each route type. Thirdly, the proportion
of mail that passes through DPS processing affects the unit delivery costs. On
city routes, rate categories with a higher proportion of DPS volume usually incur
lower casing costs, and on rural routes the unit cost for a DPS letter is lower than
for a cased letter. Those three factors generaily account for the differences in
unit delivery costs.

While those factors provide a general description of factors that affect
delivery costs, some rate categories incur a nontrivial amount of delivery costs
that are rate category specific. Collection costs, for example, for First Class
Single Piece letter shaped pieces is 2.6 cents per piece (out of total unit delivery
cost of 7.7). However, First Class Presort and Standard Reguiar letters incur a

trivial amount of coliection costs.
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Response of Postal Service Witness Kelley to Interrogatories Posed by

APWU/USPS-T30-2

American Postal Workers Union, AFL-CIO

What is the average unit delivery cost in the base year and the test year of letter
mail that has been delivery point sequenced?

Response

| was unsure to which rate categories your question referred. The unit

costs for letters that pass through DPS processing will vary by rate category. |

chose to derive the unit delivery costs for First Class Presort and Standard

Regular DPS letters. The results are included in the table below.

Rate Category DPS %' BYO5 Unit Cost | TYO08 Unit Cost
{DPS Letter) {DPS Letter) .
(Cents) (Cents) i
FC Presort 84.95% 2.864 3.127 |
Std Regular 81.56% 2.580 2.832 ]

'DPS % derived from carier systems
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Response of Postal Service Witness Kelley to Interrogatories Posed by
American Postal Workers Union, AFL-CIO

APWU/USPS-T30-3
What is the average unit delivery cost in the base year and in the test year of
letter mail that has not been delivery point sequenced?
Response
| was unsure which rate categories your question referred. The unit costs

for letters that do not pass through DPS processing will vary by rate category. |

chose to derive the unit delivery costs for First Class Presort and Standard

Regular Non-DPS letters. The results are included in the tabie below.

Rate Category Non-DPS %' BY0S Unit Cost TYO08 Unit Cost
(Non-DPS Letter) | (Non-DPS Letter)
{Cents) (Cents)
FC Presort 15.05% 9.271 10.018
Std Regular 18.44% 7.380 8.069

"DPS % derived from carrier systems




Response of Postal Service Witness Kelley to Interrogatories Posed by the Major

MMA/USPS-T30-31
Please refer to your response to Interrogatory MMA/USPS-T30-28 where you

confirm your previous computations regarding the removal of collection costs for
First-Class single piece letters. Please review the computations provided in the

Mailers Association

table below and confirm that the resulting test year unit costs for First-Class

single piece, Nonautomation and Automation letters have been cormrectly derived

with and without collection costs and per originating piece and per delivered

piece. If you cannot confirm that these computations reflect your delivery cost

results, please explain why and provide comrected computations.

(1)

(2)

(3)

(4)

City Carrier + Totai Delivery Total Delivery
Rural Camer Costs With Costs Without
First-Class RPW Volume Delivered Collection Collection
Letter Category (000) Volurme (000) ($000) ($000)
Single Piece 34,594,330 21,167,692 2,675,500 1,782,394
Nonrautomation 1,715,306 1,536,874 80,558 80,558
Automation 45,767,558 41,006,672 1,896,595 1,896,595
Presorted 47 482 864 42 543 546 1,977,153 1,977,153
TY Unit Costs
(Cents)
(5} (6) {7} (8)
Unit Delivery
Cost With Unit Delivery Unit Delivery Unit Delivery Cost
Collection Cost With Cosl Without Without Collection
First-Class Per Orig Collection Per Collection Per Per Detivered
Letter Category Piece Delivered Piece Orng Piece Piece
Computation (3)/(1)*100 | (3)/(2)" 100 {4)/({1)"* 100 {4)/(2)* 100
Single Piece 7.734 12.640 5.152 8420
Nonautomation 4.696 5.242 4,696 5242
Automation 4144 4.625 4.144 4.625
Presorted 4.164 4 647 4.164 4 647
Sources: {1) USPS-LR-L-67, UDCMore!.USPS xis, p. 2

Please include in your response the derivation of, and sources for, any corrected

computations

(2)
3)
4)

MMA/USPS-T30-19, MMA 19.attach, p. UDCMMA19
USPS-LR-L-67, UDCModel. JSPS.xis, p. 2

S.P.: MMA/USPS-T30-28. MMA 13 rewrite.coliect.xis
Nonauto and Auto: Col (3)
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Response of Postal Service Witness Kelley to Interrogatories Posed by the Major
Mailers Association

Response

Confirmed.
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CHAIRMAN OMAS: This then brings us to oral
cross-examination. Six participants reguested oral
CTross.

Advo will be the first. Mr. McLaughlin,
would you introduce yourself for the reccord, please?

MR. MCLAUGHLIN: Yes. I'm Tom McLaughlin
representing Advo, Inc.

CROSS-EXAMINATION

BY MR. MCLAUGHLIN:

Q Good morning, Mr. Kelley.
a Good morning.
Q I'd like to start by taking you back in time

a couple of days to when Mr. Kiefer appeared here. I

believe I saw you in the room that day. 1Is that

correct?
A Yes.
0 Do you recall Mr. Baker for NNA cross-

examining Mr. Kiefer and intrcducing several cross-
examination exhibits?

A To some degree, vyes.

e The third of his cross-examination exhibits
included some cost figures for, among cther things,
ERC saturation flats.

When it became my turn to cross-examine I
asked Mr. Kiefer if those coste for saturation flats

Heritage Reporting Corporation
(202) e628-4888
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assumed the conversion of DALs, detached labels, to
on-piece addressing. In other words, a status guo.

He said he thought that was the case, but

that he had gotten the numbers from you and that I
should ask you. Can you tell me what your assumption
was?

A That is my assumption in this case.

Q So another way of stating that would be that
the cost estimates you gave him, by assuming zero
convergion, don’t reflect any cost savings that might

accrue from elimination of detached labels? Is that

correct?

A That’s correct.

Q Now I'd like to turn to Valpak Interrogatory
T30-17.

A I'm there.

Q There you provided an estimate of the costs

of detached lakels, the aggregate cost of detached
labels in the base year, and you estimated that was

approximately $165 million?

A That's correct.

Q So that is a base year and not a test year
figure?

A That’s a base year figure.

Q Do you happen to know what the test year

Heritage Reporting Corporation
{(202) 628-4888
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figure was?

A No, I don’t.

Q Okay.

A Let me just check if vou don’'t mind.

Q Okay. Test year before rates.

A Right. I mean, what I'm checking on is the

LR-67 summary test year spreadsheet. I believe 1it's
about $187 million.

o] Going back to the $165 million base year
cost, that’s the aggregate dollar cost. What is I
guesg the average cost per piece of a detached label
in the base year?

A That figure 1is in here. It's about 3.6
cents. That's per originating piece.

o] Okay. Now, 1in that same response you
express some reservations about --

A We’'re back to Valpak 17 now?

Q Yes. Yesg, we‘re back on Valpak-T30-17. You
expressed some reservations about how much of that I
guess you’'re talking about an average 3.6 cents you're
going to save 1f detached labels convert.

I wanted to now go over to POIR No. B8,
Question 14, where you talked about that some more,
your reservation.

A Okay. I'm there.

Heritage Reporting Corporation
{202) 6528-4888
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Q Basically what you’re talking about here is
that there is some degree of uncertainty as to how
much of that $165 million ¢f detached label costs
you’'d be able to save 1f detached labels left the
system. Is that correct?

A That’s true. I broke it up into two parts,
cities and rural, for that response.

Q Okay. I was having a little bit of
difficulty understanding exactly what the nature of
your concern was. I'd like to refer you to the second
page of your response to 14, POIR No. 8, Question
14 (b) .

A Okay. 1'm there.

Q There you draw a dichotomy between a
situation where only five percent of the detached
labels in the system convert to on-piece addressing
versus a larger conversion, say 50 percent. Do you
see that?

n Yes. Yes, T do.

0 You say your comfort level decreases as the
proportion of detached labels that convert increases.
Is that what ycu say there?

A Yes. My comfort level decreases in applying
a one-to-one, an exact one-to-one proportion.

Q Okay. I guess my confusion is are you

Heritage Reporting Corporation
(202) 628-4888
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talking about your comfort level with respect to unit
cost?

You’'re concerned that the unit cost savings
would change as volume increases, or are you talking
about the aggregate cost savings being less certain
because you’'re dealing with a bigger volume?

A You said volume. We're talking about a DAL
volume decrease, right?

Q Yes. I'm sorry. You’'re right.

A Okay. All I'm really saying there is I
guess on the city route side I would say I'm Just
illustrating more of a mathematical fact that the
difference between a one-to-one savings, a small
difference between that and say close toc a one-to-one
savings, a small difference isn’t that great.

As the proportion gets larger that small
difference in percentage terms can grow. You know,
it’s really just a mathematical thing.

Q Okay. Let me try to restate this. I'm not
sure I understand, but let me try it.

Are you gaying basically that if just a few
detached labels convert to on-piece addressing that
whatever the savings are and whatever that margin of
error is, 1t‘s not that important in the big world
because you’'re dealing with a small volume, but when

Heritage Reporting Corporation
{202) 628-4888
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you go to 50 percent you become a little bit more
concerned because there you’'re dealing with bigger
numbers?

A No, I don‘t think so. Let me try an
example. This might help.

Let's say I guess this has a five percent.
Let me just make it a 10 percent for round numbers. A
10 percent, if you just apply the proporticnal
estimate one-for-one you’'re going to say 10 percent of
the dollars.

You know, what I'm saying is let’'s say the
savings 1s maybe 90 or 95 percent, not 100 percent, so
the difference between the proportional estimate and
maybe an estimate that could have leakage -- 1it's
possible -- isn’'t that great so I'm comfortable with
the proportion.

Now, 1f you get to say 70 percent now you
say well, 90 or 95 percent of 70 percent is 63 to 66
percent, so there’s just more of a gap there -- that’s
all -- in absolute terms. That’s all I was trying to

point out there.

Q So you're focusing on the absolute amount as
opposed to --

A Yes, the absolute difference.

Q -- a unit cost, a change in the unit cost so

Heritage Reporting Corporation
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much?

A Yes.

Q Okay. Now, the other I guess this is not a
difficulty I had with your answer, but is just sort of
a -- I guess I'm not quite sure how much of a concern
you have here. There’'s just a general statement that,
"As the volume grows, I'm less comfortable.”

In terms of the amount of the detached label
costs that you would expect could be captured, taking
into account some uncertainty, are you talking about
recapturing 10 to 15 percent ©of that cost or 40 to 50
percent of that cost or 80 to 90 percent of the cost?
Can you give us a little benchmark there? What's your
level of comfort?

A Well, I would expect we would reccver the
vast majority of the cost, and I use Witness Coombs’
statement there, which I said in that response I have
no reascen to disagree with that statement basically to
the effect that the cost is -- well, maybe I should
read the statement instead of paraphrasing, which 1is
back in 13, POIR No. 8, Question 13.

This is from her testimony. Witness Coombs
says, "Experience in today’s delivery units suggests
that the sequenced flat-shaped pieces will be taken
directly to the street in most cases. This tends to
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validate the belief that the handling of these flat-
shaped pieces is unaffected by the presence or absence
of a DAL."

I have no reason to doubt that, and I think
the savings would be recovered, the vast majority of
the savings. I was just merely illustrating a
mathematical fact.

MR. MCLAUGHLIN: Okay. Thank you very much.

Mr. Chailrman, that completes my cross-
examination.

CHAIRMAN OMAS: Thank you, Mr. McLaughlin.

Mr. Olson?

MR. OLSON: Thank you, Mr. Chairman.

CROSS-EXAMINATION

BY MR. OLSON:

Q Mr. Kelley, Bill Olson representing
Amazon.com. Since we only asked you one question,
that’s the question we’re going to ask you some
questions about. Could you turn to No. 17?

A I'm just having trouble finding it, even
though there’s only one. Okay. I have it. Sorry.

Q In Parts (d) and (e} of that interrogatory
we ask you to look back at what Witness Bradley did in
R2005-1 where he developed separate volume
variabilities for larger parcels and accountables, and

Heritage Reporting Corporation
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We asked you to give us that information for

BPM and then media mail and library mail, correct?

A

Q

A

Q

Yes. Well, ckay.

For base year 2005.

Yes.

Media mail and

library mail are together

because that’'s the way you do costs, correct?

A

Q

Yes.

Okay. The numbers that you provide 1in

response to (d} and (e},

just to clarify, are they

city and rural carrier costs?

A

That's where I was a little confused with

your earlier statement.

That's CCCS.

Q

A

Okay.

No, those are just city.

That’'s city carrier cost. The reascn I

that is because Witness Bradley’s was a Segment 7

model.

Q

what Witnesge Bradley did?

A

Q

routes,

d:id

Good. ©Okay. So they are consistent with

Yes.

In that sense.

When we talk about city

the big four are foot routes and curbline and

park and loop and dismount, correct?
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A That’'s my understanding.

Q What about parcel routes or parcel post
routes? How do they fit into that?

A Well, I think you're referring to special
purpose routes.

Q Special purpose routes, SPRs.

A They are a component of Segment 7. They
were not part of this analysis. They are incorporated
in the LR-867 delivery costs, but Witness Bradley’'s
model that you’'re referring to was just for regular
letter routes.

Q Okay. So you’re saying that these SPR
routes are city carrier routes, but they’re not
included in these data?

A Right. They were not updated. When you say
these data, you mean tnese volumes right here?

Q (d) and (e} .

A Yes. They do not include the SPR numbers.
These Jjust directly come from the city carrier cost

system, which samples regular letters.

Q What is a combination route? Is that a term
that's --

A I'm probably not the right person to ask.

Q Ckay.

A I mean, I have some notion of it, but I’'m
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not really confident enough to talk abcout that.
Q In your response to our Question (b) you say
the base year volume variable regular delivery time
cost per large parcel delivered on city letter routes

is 26.81 cents, correct?

A Yes.

Q And that again does not include SPR routes,
correct?

A That's true, yes.

Q If the SPR routes are nct measured in the

CCCs, how do they get folded into the cost?

A wWell, it’'s from a previous study, the
distribution case. I think it’s R97.

It’'s part of the Cost Segment 7
spreadsheets, and it’s also in the LR-67 if you loock
on Spreadsheet 13, City Costs. That’'s probably the
eagiest place to look to see the impact.

Q Would it be fair to say that SPR routes
handle only what you identify as large parcels, as
opposed to small parcels?

A I really don’t know enough about special
purpcse routes to comment on the actual -- what
they’'re delivering. That seems to be an operations
question.

Q Do you know the unit cost for large parcels
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that are on these special purpose routes?

A Well, just to clarify, special purpose
routeg would not have a small and large distinction
because it goes back to I think -- I'm fairly
confident -- the R97 special study, so there isn’t a
small and large distinction that you have in the city.

I mean, I guess you’'re asking me maybe --
they’'re in 67. You can find them. I can point you to
where. I don‘t know them off the top of my head.

Some of these printouts are rather small here.

Q Yes, they are.

A The spreadsheet, if you want to look, 1s in
City Costs. 1It’s called City Costs. These are base
year figures.

Okay. Which category do we want to talk

about again? I’'m sorry.

Q Well, I guess parcels on SPR routes.

A For media mail or bound printed matter?

Q Both.

A Both? Okay.

Q Yes.

A For the delivery part it’s $12.3 millicn for
bound printed matter and $6.4 million -- this is just
for parcels -- on media mail, and then there’s some

support costs to go along with that that feed off
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that.

Those are for bound printed matter $4.1
million and for media mail $2.2 million. You know,
there can be a couple other little things for SPR
routes.

Q Before you turn that page away, 1f you could
just give the page reference for the record? 1Is there
a way to do that?

A It would have been good to number it. TIt’'s
in UDC Model, the spreadsheet. TIt’'s in 67, UDC Model,
and the title is Worksheet 13, City Costs.

Q Okay. I'm sure we can find it from that.
Cne last thing. ©n {b) and (c¢) you provide the base
year data, and you say that the corresponding test

year unit cost is unavailable in both instances,

correct?

A Yes.

Q I had thought we rolled forward everything
from the base year to the test year. Is there some

reason that the costs of delivering these parcels 1is
not relled forwardr?

A Again, since your gquestion referred to
Witness Bradley's model I thought you were talking
about just Cost Segment 7, just regular letter routes.
That doesn’t transfer over.
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The total delivery cost transfers over, and
actually even the Segment 7 coscs transfer over. You
can find that in -- I can probably tell you what those
are. Maybe not. TI could tell you what the 7.1 are,
but that would be in Summary TY.

I guess that‘s the distinction there. We
don’t roll over the letter route and special purpose
route separately, but we do roll over the combined.

MR. OLSON: Okay. That’'s fine. Thank vou
so much.

That’s all I have, Mr. Chairman.

CHAIRMAN OMAS: Thank you, Mr. Olson.

The American Postal Workers Union, AFL-CIO,
Mr. Anderson?

MS. WOQOD: Mr. Chairman, Mr. Anderson
couldn‘t be here today. My name is Jennifer Wood, and

I'll be representing the American Postal Workers

Union.
CHAIRMAN OMAS: Thank you very much. Please
proceed.
CROSS-EXAMINATION
BY MS. WCOD:
Q Good morning, Mr. Kelley. My name is

Jennifer Wood, and I’'m here representing the American
Postal Workers Union.
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A Good morning.
Q You’'ll have to excuse me 1if I sort of
overview this microphone.
First I just have a couple gquestions for
you, and the first one is are you the delivery

operations expert in this case?

A No, I'm not.

Q Do you know who is?

A I believe that's Witness Coombs.

Q Thank you. All right. TI'd now like to turn

your attention to page 5 of your testimony where you
say that you’re assuming that 10 percent of DPS
letters require casing and incur some direct labor
casing costs.

Now, I was a bit unclear from that cocmment
as to whether that applied only tco the city delivered
DPS percentages or if it was the teotal DPS
percentages. Could you please clarify that for me?

A It was for the total.

Q Okay. Can you explain again quickly how you
got that 10 percent figure?

A Well, I alluded to it in POIR No. 3. Let me
find it. POIR No. 3. Yes, POIF No. 3, Question 2.

As it says there, some of it is due to
moving or address changes as it says in the testimeny,
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and it was based on consultations with delivery
operations personnel, but it is a judgmental estimate,
Q Okay. All right. Now I'd like you to turn
to your library reference, specifically the DPS
percentage sheet and your response to MMA/USPS-T30-10.
Specifically I'm just asking a question
about that data. 1’11 give ycu a minute. Sorry.
A I'm having trouble with the alphabet. Is

that 10? MMA-107?

Q Yes.
A I‘'m there.
Q So when I look at this data it appears that

the percent of letter mail that is delivery point
gequenced for rural carriers 1s lower than the
percentage of DPS for city carriers. Would you agree
with that statement?

yiy Yes.

Q Could you explain what you think accounts
for those differencesg?

A Well, as I look at it there we’'re talking
about first class single piece. We're comparing 72.1
percent to 70 percent. That seems to me a pretty
small difference. I don’'t know if I could explain
such a small difference really there.

Q Mr. Kelley, I believe you were just
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previously explaining how certain percentages, even if
small, can actually be large based on -- I wasn’'t 100
percent clear what you were getting at, but there was
something with just because it is a small percentage
it doesn’t necessarily mean it has a small effect.

You have no idea what cculd account for it?

A I don't think that really characterizes my
answer from the previcus gquestion that you alluded to,
but you're asking me to explain 72.1 percent compared
to 70 percent.

I mean, these are inputs from the carrier
systems. I'm nof an operations expert. These are
strictly inputs.

Q Okay. Do you know how that is still true
for the workshared mail, the raral versus city?

A That’'s what true? I'm sorry.

That the rural i1is less than the city.

Is that true?

Q

A

Q For workshared mail as well.

Fa Are you asking me if it’'s true?

Q Yes, and if so how or to explain why.

A I haven’'t really studied that specifically.
I'm not even sure that it is true. I’'m not saying it
isn’t. I just don’'t know.

Q Okay. All right. ©Now I'd like to turn your
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attention to APWU/USPS-T30, Questions 2 and 3.

In your response to Question 2, your
estimates of unit delivery cost for DPS first class
presort and standard regular mail are quite similar,
but if you turn to your respcnse to No. 3 regarding
non-DPS letters the cost for standard regular are
about two cents per piece lower than that for first
class presort. Could you please explain what accounts
for this larger difference in the non-DPS group?

Mr. Kelley, could you please tell me what
you're looking at right now?

A I'm looking at UDC models. The spreadsheet
is In-Office Base Year is what it’s called. I think
it’s Spreadsheet 17.

The difference really is if you lock over
the difference per piece for -- you asked me to
compare first class prescrt and standard regular,
right?

Q Yes.

A Qkay. It‘s 5.4 cents per CCS piece for
first class presort and 3.8 cents for standard
regular. Pileces that don’'t go through DPS processing
have to be cased. That's the discrepancy in the cost
there.

Q 50 it’s just based on their need to be
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cased?

A Well, the casing costs are higher for first
class presort. That’'s reflected in the unit cost for
non-bPS’'d letters.

Q Okay. Could you explain why the casing
costs are higher for the presort or for the non-
presort?

A T don't really have a notion on that. These
are inputs from IOCS.

Q Okay. Now, 1s it your understanding that
delivery point sequencing focuses on letter mail and
that flat mail is not DPS'd?

A That’s my understanding.

Q By the way, have you ever gcne out to the

stations and branches to observe the delivery

operations?
A Yes, numercous times.
Q Have you ever looked through the mail that

comes in for delivery that has not been DPS’'d, the
mail that requires casing?

A Yes.

Q Could you explain what types of mail that
tends to be just based on your obhservations?

A I don‘t know if I can characterize it in any
specific way really. I mean, I‘ve locked through a
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lot of mail. I don’'t know if I can put any
characterization on it.

Q Would you say there’s a lot of clone in type
address first c¢lass business mail in that group?

A Mostly when I was looking through that mail
I was looking for DALS so I really don‘t -- I just
don’t think I could really give an answer to that.

I'm not really an expert, but I have looked through
it.

MS. WOOD: <QOkay. I’'m sorry. Just give me
cne second.

(Pause.)

BY MS. WOCOD:

Q We've talked to a couple of branch clerks
and carriers, and there seems to be a variation in the
volume that they get for -- actually, I might need to
rephrase that.

As I say, we’'ve talked to some clerks and
carriers, and there seems to be a difference, a large
difference, in the number of flats that need to be
cased versus the regular letters. I‘m wondering if
you have any explanation for that variation in the
volume?

A My understanding is that flats need to be --
I mean, unless they’re taken directly to the street
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would need to be cased because they're not DPS.

Q So it’'s solely based on the DPSing?

A I‘'m not really an expert in that.

Q Have you ever locked at the letters to flats
ratio to consider -- actually, never mind. I think

that did answer my question. Have you ever loocked at

that?
A The letter to flat ratio?
Q Yes.
A In terms of being cased?
Q Yes.
A No.

MS. WOOD: All right. Thank ycu. That's
all I have. Thank you.

CHAIRMAN OMAS: Thank you, Ms. Wood.

Next ig Mr. Hall, Major Mailers.

MR. HALL: Mr. Chairman, I think based upon
the designations I made today I have no further cross-
examination for the witness at this time.

CHAIRMAN OMAS: Thank you very much, Mr.

Hall.
Mr. Baker?
CROSS-EXAMINATION
BY MR. BAKER:
Q Good morning, Mr. Kelley. I am William
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Baker appearing on behalf of the Newspaper Association
of America.

A Good morning.

Q As noted earlier this morning, you were here
when I cross-examined Kiefer, and one of the things I
asked him about was that your Library Reference 67 has
presented unit delivery costs for basic and high
density ECR flats that have been aggregated into a

single category called non-saturation. Is that

correct?
A That'’'s correct.
Q In the past cases they have been presented

in a disaggregated way, haven’'t they?

A Yes, that’'s my understanding. I mean,
definitely in 2005.

Q You were asked a couple interrogatories
about that, and in Valpak-25 you said that no one had
told you that they needed this aggregated rate
category cost for non-saturation categories by shape.

My question is was that your conclusion?
I'm just wondering how that happened to be presented
in that way.

A Well, that was my understanding of what was
necessary for rate purposes.

Q Okay. What was the basis for your
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understanding of that?

A Meetings with rate personnel, rate design
perscnnel.
Q Okay. Did any rate design personnel

actually tell you to present it in an aggregated

manner?

A I certainly thought so. I thought we had an
understanding.

Q OCkay. Well, Mr. Kiefer, in response to an

interrogatory, said it wasn’t him.
A Yes, I'm aware of that. We had a phone

conversation about that.

Q Okay. Do you know who it was?

A No, I don’'t.

Q Ckay. Next time would you disaggregate them
for us?

piy Well, I did disaggregate them at your
request.

Q Thank you. I had a guestion about one of

the interrogatories we asked you where you had

disaggregated the data, and that is NNA-8. Do you

have 1it?
A Yes, I'm getting there.
Q Okay.
A Yeg, I'm there.
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Q0 Okay. And here you were asked to
disaggregate ECR basic high density and saturation
letters and flats between city and rural delivery, is
that right?
a Yes.
Q And I guess you feel pretty confident about

these numbers? Are these pretty solid numbers you

think?
A Yes.
Q Okay. Well, I noticed in the test year line

for ECR flats, rural costs, that the unit delivery
cost of saturation flats is higher than for high
density flats. That is, the rural saturation flats
are estimated to be higher cost for delivery than the

high density flats. Do you see that?

A Are you comparing the $235 million to the --

0 No, I'm looking at unit.

A Oh, unit costs.

Q The 2.15.

A Saturation is higher than the high density,
yes.

Q Okay.

A 2.154 to 1.7437

Q Yes.

A Ckay.
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Q Are those correct numbers, do you think?
A To the best of my knowledge they’re correct.
Q Do you have any idea why the saturation unit

cost is higher than the high density unit cost on
these rural routes?

A I mean, I'd have to investigate a little
further. A possibility? Of course, the DAL costs are

in there, so it’'s a possibility.

Q So that includes the DAL costs?
A It does include the DAL costs.
Q Okay. All right. Do you happen to know

offhand whether there are more or fewer high density

flats on rural routes than there are saturation flats?
A Did I answer a guestion on that? If I

didn’t answer a qgquestion on that, I don’t know off the

top of my head.

o Do you have those volumes in your
spreadsheets?
A No, kecause T aggregated them to the non-

saturation level.

Q Okay.
A I may have answered a Valpak question on
that.
MR. BAKER: You may have. Okay. I want to
move on.
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I actually have a request of Mr. Koetting.
That number, the 2.154 cents for rural unit delivery
cost saturation flats. TIf the witness would just
double check that number and confirm for us whether
that’'s the correct number, I would appreciate that at
a reasonable time. Is that something he could doz

CHAIRMAN OMAS: Would you repeat the
request, Mr. Baker?

MR. BAKER: I asked the witness whether the
test year unit rural cost for saturation flats in
response to NNA-8, which he set at 2.154, if he felt
that was -- really my question is this: Does he feel
that is a correct number, or does he feel he needs to
research it a little more to be comfortable that is
the correct number?

If he thinks it’s the correct number now
then I would withdraw the request. If he thinks he
needs to research it a little bit to be sure, I°'d
appreciate him deoing that if he could.

CHAIRMAN OMAS: Mr. Kelley, can you answer
that question?

THE WITNESS: I do feel it’s the correct
number.

MR. BAKER: All right.

THE WITNESS: Actually, it was Adve-1. 1
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don’t know if you want to rephrase your previous
question about the rural volumes. I may have those if
you still want them.

MRE. BAKER: All right. I can find them at
this point.

THE WITNESS: Okay.

BY MR. BAKER:

Q All right. I want to ask a few guestions
about DALs as well.

I believe Mr. Kiefer used a figure which he
said he got from you that about 40 percent of ECR
saturation flats used DAL. Does that sound abcut
right to you, somewhere around 40 percent?

A That's in the ballpark.

Q Ckay. So 1f that’s che right number, give
or take a few percent maybe, that would mean about 50
percent of DAL saturation flats today use on-pilece
addresses?

A Yes.

MR. KOETTING: I'm sorry. I thought you
said DAL saturation flats. I may have misheard you.

MR. BAKER: I did misspeak, didn’'t I?

BY MR. BAKER:

Q The question is 60 percent of the saturation
flats would use on-piece addressing then?
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A Yes.

Q 411 right. Thank you. Now, earlier this
morning Mr. McLaughlin asked you a couple questions
about your response to POIR 8, Question 14. As it
turned out, he asked many of the same gquestions I was
going to ask so we can skip a little bit of that.

I wanted to follow up on one of the answers
you gave him. He had asked you a question about the
cost. I think his phrasing was something along the

lines of costs being recaptured if the DALs ccnverted

to on-piece addressing. Do you remember that
discussion?

A Yes.

0 You used the test year figure with an

estimated $187 million of DAL costs in the system, so
I'm asking what was your understanding of what costs
would be recaptured?

A Yes. The understanding I had was the vast
majority of costs, DAL costs, would be captured, the

vast majority proportional to the number that --

Q So those costs would just vanish?
Y Yes.
Q Ckay. I think you had used the figure for

the test year of $187 million of DAL costs, so if say
50 percent of the DALs converted to on-piece
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addressing you would expect the Postal Service to save
maybe not half of the 35187 million, but much of that
half of that $187 million?

A Very close to half, yes.

Q Okay. Are there likely to be any additional
costs that might be incurred in handling the flats now
that they would have addresses on them?

A I have no reason to think so, especially in
light of Witness Coombs’ statements. The handling is
unaffected by the presence of a DAL.

Q Okay. S0 you don’t think there are any
offsetting additional costs that might be incurred in
the system somewhere?

A Again, there could be. I don’'t have any
reason to doubt that.

MR. BAKER: Okay. Thank you, Mr. Kelley.
Mr. Chairman, I have ro more questions.

CHATRMAN OMAS: Mr. Baker, thank you very

much.
Mr. Olson?
CROSS-EXAMINATION
BY MR. OLSON:
Q Mr. Kelley, Bill Olson this time for Valpak.

We’ll get to thoge DALs that you were searching for in
a minute, but let’s start with your answer to 1(a).
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A Valpak-1(a)?
Q Yes. This 1is just a question about
nomenclature.
In your response you say in the second
paragraph, "Cell D% is an estimate of the ECR regular

letters (non-sequence} delivered by city letter

carriers for FY 2005," correct?
A Yes.
Q You used the word "regular" a lot in your

testimony and your answers, and I'm trying to get at
when you say ECR regular letters does that always mean
non-sequenced letters?

A Well, the term "regular" refers to the
delivery sections, the regular delivery sections that

you'd be on. Yes, that does refer to non-sequenced.

Q And non-sequenced means --

A Has its own cost{ pool.

Q Right. Non-sequenced means --

A Excuse me. Let me clarify that. Sequenced

has 1ts own cost pool.
Q And seguenced means 1it'’'s taken out as a

third bundle directly to the street, correct?

A (Non-verbal response.)
Q Did the reporter get your last answer? Yes?
A Yes.
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Q Okay. In 1l{(a) I want to ask you a similar
question. We say, "Is it your position that the Cell
E9 amcunt is something other than an estimate of the
marginal street cost of letters?”

If we go to your answer you say, "Yes, 1t is
something far more specific. The unit cost of Cell E9
does not represent the total marginal street cost cof
letters. Instead it represents the regular delivery

cost incurred by cased and DPS’d ECR letters on letter

routes...", et cetera, correct?
A Yeg,
Q Okay. So is your only disagreement with our

question the fact that we in our Question (a) did not
put the word "regular" before letters?

A Yes. I guess I thought your Question (a)
was referring to all street time. I'm just saying
it’'s a subset of that.

Q Okay. So if we had said of the marginal
street time of regular letters then you would have
agreed with it?

A It’'s regular delivery. It’s called regular
delivery cost, s0 it’'s cost incurred in delivery
sections of regular letters, non-sequenced letters.

Q Back to our question. Other than an
estimate of the marginal street cost of reguiar
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letters. Wouldn‘t that be a way to say it?

A No, because the street costs would incur --
the costs you’re talking about would include support
costs and some other things.

Q Okay .

A We’'re just talking about basically within

the delivery section the process of delivering or

driving.
Q Okay.
A Whatever happens within those sections.
Q Okay. In 1l(c¢) where we digscuss Witness

Milanovich we got a response from you where you
disagreed with the premise, this definitional premise
in (c) (1), but you add onto your answer, "However, the
volume referred toc by Witness Milanovich is
originating volume."

My question is what deves that clarification
tell me that I didn’t know before? Why is that
relevant?

A I don’'t think I disagreed. You said do you
disagree, and I answered no.

Q Right. Then you go on to point out that
Milanovich is talking about originating volume. I
just don‘t know what the relevance of that is.

A I was just making the point that that’s how
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we do our product cost, per originating piece. That’'s
how it’s done in the CRA, and that’s how it’s done 1n
67. I just wanted to make a distinction between
originating and delivered volume.

Q Sometimes when witnegses volunteer
information you don’t know what the purpose is. You
were trying to explain that point. That's fine.

In (c) (2} we ask you, "Do you believe the
volume variable reqular delivery time cost per letter
to be something different from the volume variable
cost of letters divided by the corresponding volume of
letterg?»”

I think the same problem occurs here, does
it not, that it did before that your concern is that
we didn’t describe the volume variable of regular cost
of letters?

A Well, the 1.81 seconds or 1.81 cents,
however we're using that, 1s per CCCS piece, not per
originating piece. That'’'s derived per delivered piece
cn city carrier.

That was (c) (2), right, that you were
talking about?

Q Yeg, {(c)(2}.

A Basically what I did was just explain what
that unit cost was; that it’s the ratio of volume
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variable regular delivery time cost to the estimated
regular letter volume.

Q And the emphasis in your comment there
should be on the word regular, I take it?

A I guess I was just trying to make the
distinction that that cost is based on city delivered
volume, where in {c) (1) we want to emphasize
originating volume.

Q Okay. Let me ask. We asked you in the last
interrogatory, T-32, about DALs and how they had been
handled in the past.

I don’t have in mind the name of this, but
each year they do a count of rural carriers, national
rural carrier mail count.

A Rural mail count.

Q Something like that. That’s the basis for
setting pay for rural carriers, isn’t it?

A I have a vague notion of that, yes.

Q Okay. Let’s go back to R2001-1 for a
moment, if you can put yourself in that timeframe.

The Postal Service obviously conducted an annual
national rural carrier mail count, if that’s the name.

Isn't it true that they used that for the
purpose of distributing attributable cost to classes
and subclasses in that docket?
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A I'm not sure going that far back.
Q Do you know how addressed DALs were handled

in that mail count?

A In R20017?

Q Yes.

A No.

Q I'm sort of surprised yocu don‘t have that

factoid in mind because we had this problem, you’ll
recall, in R2005-1 where you submitted two different
charts in your testimony, correct?

A Yes.

Q and in cne of those the cost of DALs was
included in the ECR saturaticn flats and one the cost

was included in ECR saturation letters, correct?

A Yes. In the USPS wversion? Right.
Q And you were attempting to show that --
% Let me just clarify. That’'s Segment 7 and

10 costs only.

Q Okay. You were attempting to explain that

an adjustment had to be made because we had a mismatch
here.

We had a situation where the revenues from
flats with DALs were being attributed to flats or were
being credited to flats, but on the other hand the
cost of those DALs in the rural carrier system and the
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city carrier system were being considered letter

shaped pieces. Isn’t that correct?
A I mean, again I'm trying to find my answer
there. The reason that it was 8o important to change

it in R2005 was because we decided to use city and
rural volumes to distribute the cost rather than in
the past where RPW was used much more widely to come
up with these delivery costs.

Once we made the decision to use city and
rural volumes then the decision to shift Segment 7 and
10 DAL costs became almost mandatory because the
results otherwise were a little bit out of whack.

Q And the decision teo use city and rural
volumes was first made in R2005-17

iy Right. That was from a change from -- vyes.
I mean, city and rural volumes were used a little bit
in R2001, but, yes, the decision to shift over, the
methodology shift, was in R2005.

Q Okay. Your response to 32 discusses this
greater use of RPW data a couple of times, correct?
You mention that?

.\ Right. In the previous year.

Q What I don’t understand is in the RPWs they
don‘t count DALs, do they? They just count the host
piece 1f there’s a DAL.
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A Right. VYes.

Q So there’'s no data whatsoever about DALs in
the RPW system, correct?

A Correct.

Q We’ve asked about that, and there was no way
to get any data.

A I mean, going back in time I think we’ve
started collecting that, but yes.

Q Right. About a year ago I guess the data
started being cocllected and put on the standard mail
entry forms. Eventually some of that will bubble
forward to the surface and get on the record, I guess.
Perhaps not yet.

What I'm trying to get at is if DALs aren't
counted in RPW data, how is it that your prior
methodology where you said you gave greater weight to
RPW data factored out this problem of the cost of DALs
being attributed to letters when they should have been
attributed to flats?

A Well, because the RPW figures weren't
affected by the number of DALs so it wouldn’'t
disproportionately allocate costs to letters i1f you
just used RPW proportions because those are the true
ECR saturation letter proportions because the DALs
aren’t in there,
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Q I take it you would at least concede that
the way you’'re deoing it now where you make this
adjustment, that this a more accurate method?

A Yes. That’s because really right now it’'s a
disaggregation of the CRA. The CRA distributes
Segment 7 and 10 costs based on city and rural
volumes, sc to disaggregate that we should use city
and rural volumes. You know, as 1t flows through the
process transferring DAL costs comes about.

Q I don't think I asked this specifically, but
it’'gs true that in R2005-1 without the adjustments that
you made in your testimony that the cost of DALs 1in
the city carrier system would have been alsoc assigned
to letters, correct, instead of flats?

A I don't think I understand that question.

o Is it your understanding that in R2005-1
that without the adjustment that you made that the
cost of handling DALs in both the city and the rural
carrier systems, bkoth systems, was being attributed to
letters and not flats?

A For Segments 7 and 10 because both city and
rural count the DALs. It’s included in their letter
volume, so yes.

Q And if we take that back one case to
R2001-1, wouldn’t that same phenomenon have occurred?
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A Well, if you go back to R2001, first of all,

vou’'re talking about a different Segment 7 model

altogether.

Q Right.

A There were crosswalks and a lot of other
things.

I guess what I was trying to point out in 32
ig that RPW is used a lot more extensively and so
there may be some impact, but 1it's certainly not the
dramatic impact that you would have seen in Table 1
from R2005 with the comparisons there that I had.

Q Okay. Let me ask you to lcok at your
response to 1{b). Actually, I think I can get at this
if we just go to 11 instead of 1. 11(j)(2).

A I'm not quite there vet. Okay.

Q We asked you to step back and look at the
data. We said based on your understanding of carrier
operations, and I think in your respecnse to Valpak-15
you said you’ve seen enough carriers to be able to
step back and make some observaticons about what makes
sense and what doesn’t make sense, correct?

A Wait a minute. In 15 did I say that?

Q I think it was 15. 1In (a)(2) you say, "I
believe that my understanding of carrier operations
gives me the ability to guestion the seemingly
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anomalous results.

A Yes. I'm more comfortable with that than
what you just said.

Q Okay. Well, wouldn’t that mean that you’'re
able to comment on the reasonableness of data?

A I feel I'm sufficiently competent to do
that, vyes.

Q Okay. Let’'s do that. Question (j} says,
"Based on your understanding of carrier operations,
please discuss whether among letters, flats and
sequenced mail you would expect different marginal
costs of driving, walking..." and we referred back to
Interrogatory 1 that I just skipped.

We say first do you believe these portions
of marginal costs shcoculd be the same or approximately
the game, and then we ask you do you believe that the
activities are probably different.

Let's look at your response to that
question, (j){(2). You say, "I believe the volume
variable regular delivery costs per delivered letter,
flat and sequenced letter and sequenced flats found in
LR-67, Worksheet..." et cetera, "...to be reasonable."

Okay. That'’s your conclusion, correct, that
the costs that you see there are reasonable?

A Yes.
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Q Okay. The costs in 67, just to summarize
the ones I'm focused on, if you can accept these
subject to check? Regular letters was 1.81 cents;
regular flats, 1.98 cents; and then sequenced letters,
1.22 cents; and sequenced flats, 1.33 cents.

A Yes. Those are the costs per CCS piece 1in
reqular delivery sections of letter routes. I'11
accept that.

Q Okay. So they generally show the seqguenced
pieces, the ones that are taken directly to the
street, have a lower cost by a significant amount than
regular letters and flats. I'm not focused cn the
word significant, but they‘re lower?

A Yes.

Q Okay. Now, your reszponse here, and these
are your reasons for reasonableness, right? You have
three reasons that I can see.

You have cne that says, "First...", and then
at the top of the next page you say, "In addition...",
which I guess correlates to number two, and then you
have number three in the middle of the next page.

Okay. Let’s just talk about these. You
say, "It seems plausible to me that an additicnal
regular letter or flat is more likely than an
additional sequenced letter or flat to cause an
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additional access within a zip code," correct?
A Yes.
Q Okay. Now, let’'s talk about that factor.

By trying to explain the reasonableness of this, each
one of these factors seems to be an explanation for
why these regular letters are more expensive to
deliver than the seguenced letters and flats.

A Yes. I think that’s the last line of the
response. "...are reasonable estimates, especially
the result that regular letters and flats have a
higher unit cost than sequenced letters and flats."

Q Okay. So that's the point of all three
observations. They’'re all intended to explain that
last sentence. Okay.

Factor No. 1, "It seems plausible to me that
an additional regular letter or flat is more likely
than an additional sequenced letter or flat to cause
additicnal access.”

Here’'s my question. If you have an
additional saturation mailing -- let’'s just deal with
that regardless of whether it’s DPS’d or cased or
taken directly to the street, cequenced as you say.

If you have an addi:tional saturation mailing
it’'s going to take the coverage of the route up to
over 90 percent or 100 percent, correct?
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A Yes.
Q And so if you had the route without that
saturation mailing it’s going tc have a lower coverage
of addresses than that route if you do have the

saturation mailing, correct?

A Yeg, that's generally true. Yes,.
Q So that the carriers are going to have to go
to more locations for a saturation mailing. Isn't

that true?

A Yes, but the point here is that sequenced
mail only -- there’'s a strong correlation between
people that already get other mail and sequenced mazil.

o Irrespective of that, I'm trying to get at
what you say here.

Isn’t it sort of counterintuitive that 1if on
a given day you have 70 percent of the homes or
addregses have to be delivered to and then you add cn
a saturation mailing and now you’re delivering to 38
percent of the homes, you're delivering to homes that
did nct have a mailing without the saturation mailing,
correct?

A Under your scenario, yes, but the point here
is that sequenced mail, because it’s related to income
and other things, goes to pecople that are already
getting mail anyway, so it’s unlikely -- I mean,
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coverage 1is very high as it is. It'’'s not 70 percent,
you know.

Mayvbe on some routes, but those routes
wouldn’'t be that likely to get a sequenced mailing, so
the thinking there is that people that are already
getting mail are more likely to get a sequenced letter
than people that aren’t.

Q Well, that's certainly true in the selection
of the zip code that they’'re sending the saturation
letters to, correct?

A Right.

Q Let’s pick a number. Let’'s just say in this
hypothetical that without the saturation mailing
you’'re delivering to 85 percent of the addresses, and
with the saturation mailing you’re delivering to 98
percent of the addresses.

Doesn’t that mean that there are going to be
many addresses that only get the saturation mailing?

A Under your hypothetical that’'s true, but the
nature of sgaturation mail is that it goes, as this
response says on I think page 2 there -- 1t says, "In
other words, on a nationwide basis many more stops are
likely to receive a regular letter than are likely to
receive a sequenced letter."

This suggests that it is more likely that a
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regular letter, as compared to a sequenced letter,
would be delivered by itself.

0 If you're looking at a national basis you
can make observations, but it seems to me your reason
1s net legically linked to your conclusion.

You’ve admitted in this hypothetical 85
percent of the delivery stops you steop at if you don’'t
have the sequenced mailing. If you do have the
sequenced mailing, you have to go to 98 percent.
That’'s 13 percent more stops because of the sequenced
mail or saturation mail.

Now, 1f the saturation mailer had the income
or demographics of that route in mind it seems to me
quite a different issue than the fact that we’'re
causing a carrier to stop at mcre places than he
otherwise would have stopped just because the
saturation mail was there.

A Again, the point I'm trying to make there 1is
that sequenced mail goes to high coverage zip codes,
zip codes maybe 97 or 98 percent, so maybe there is an

additional access from the seqguence mail.

Q Maybe there is?

A There could be.

Q Yes.

A A1l T said in here, I didn’t say there
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isn't. I said it’s more likely that a regular letter
gives an additional access because that regular letter
is going to go to a route or zip that has a coverage
of 75 or 80 percent.

That’s all this response is saying is that
it’s more likely that a regular letter wculd cause an
additicnal access.

Q Okay. Are you saying that mailers who use
saturation mail are more likely to be concerned about
the demographics of the recipient than people who use
standard regular mail, for exampie?

I mean, don’'t people who use standard
reqgular loock at income and how many credit cards
people have and their education and their propensity
to buy out of catalogs? I mean, aren’t all those
things factors that regular mailers who use non-
sequenced mail look at just as much as sequenced
mailers?

A My understanding is there’s a strong link
between income and volume of mail. You're kind of
mixing up the terms here.

I mean, saturation mail can either be
sequenced or not sequenced, okay? If it’s not
sequenced then it’s in with all the other letters,
okay, or flats.

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3555

That’s kind of what I was saying in
Valpak-10. TIt’s worked in with all those, some which
would be first class, which may not be as related to
income as standard or things like that. It’s not to
say that other classes of mail don’'t ccnsider those
factors.

0 And in fact if you had a person who was
sending non-saturation mail, an advertiser, and maybe
they were responding to a lower price or they see some
opportunity to mail and they choose to mail, isn’'t it
likely that the people they're going to mail to are
already getting mail?

A Well, in your scenario there, there would ke
a regularly delivered pilece.

Like I said in Valvak-10, the figures there
in the table reflect the average volume variable cost
across all regularly delivered pieces and sequenced
pieces in the table.

So it is true in that case, but there's also
maybe some other letters that it’'s an average over all
the classes of mail. First class might not be as
dependent on income, for instance.

Q Have you ever heard it discussed that people
who get mail tend to get more mailers when mailers
mail more; that the same people get sent the mail?
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A Yes.

Q And that would be true primarily for non-
saturation mail, correct?

A I don’t know if I've never heard it
distinguished between those two.

Q But whoever 1s getting the mail tends to get
the additional increment of mail. Isn’'t that true? I
mean, you don't point that out in your response.

A I thought that was the point. The people
that are going to get the sequenced mail are already
getting the mail.

Q Well, you pointed that out for saturation
mail, but not for people who do non-saturation mail.
I'm just wondering. Isn’t that just as likely to be
true?

A That what is likely to be true?

Q That a person who is receiving mail already
ig going to get the incrementally additional piece of
mail.

You know, we’'re talking about the
reasonableness of conclusions that say that the cost
of handling these regular letters and flats is
gignificantly higher -- I’'ll use the word
significantly: you don’'t have to agree to it -- than
the cost of sequenced letter and flats.
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Here we’'re talking about the reasonableness,
and you're trying to explain it. You're trying to say
that is reasonable because mailers who send saturation
mail, they look at the recipients as to their
demographicg, and those people are already getting
mail.

I'm saylng to you isn’t that true about
people who send non-sequenced mail as well?

A It's plausible. I guess I don’t think it’'s
true to the same extent.

o} Wouldn’'t it be more true with those, if you
have an opinion, or do you think it's hard to tell?

A No, I wouldn’'t say it’'s more true.

Q Ckay. If you were to follow the carrier
around and you were to lock at them as they attempted
to put mail in a receptacle and they had one piece of
mail, would that one piece of mail tend to be a
saturation mailing or non-saturation mailing?

A Well, going kack to 11(j) there, let me just
read it. Because an additicnal regular letter is more
likely to cause an additional access, I would say 1it's
more likely to be a non-sequenced piece.

Q I'm trying to get at the basis. I'm sorry.
What were you referencing?

A 11(j}) (2), the third line, the plausible to
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cause an additional access, so if you just have one I
think it’s more likely, and I say that a couple times
that it’s more likely that that would be a regular

letter rather than the sequenced letter.

Q If, as we discussed before, there was
coverage -- I think you said maybe it’'sg 95 percent or
something like that -- without the saturation mailing

and it goes up to 98 percent with it, for those three
percent would you at least concede that the only mail
they're getting on that given day in my hypothetical
is a saturation piece?

A Again, saturation pieces don’'t have to go to
every stop either. They only have to go to 90 percent
of the stops.

Q Well, T would have used 100 percent 1if T
had --

A I mean, it’'s certainly plausible that the
coverage can go up, but the point of this response is
that it’'s more likely to go up for other letters
rather than sequenced letters.

D In your third reason for reasonablenegs you
talk about newer residential developments and people
of higher income, correct?

A Yes.

Q Are you saying that mailers who send letters
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cut about credit cards or mutual funds or mortgages
are not as likely to be mailing to people because of
their demographics as saturation maillers?

A I don’t think that characterizes my
response. It’'s just that it talks about a reasonable
conclusion that an additional regular letter or flat
is more likely to cause an additional access given
that income and advertising mail are positively
correlated.

Q And the advertising mail that’s positively
correlated is both saturation and non-saturation?

A Yes.

Q Could you look at 26, please? You respond

to our (b} through (d) together. Do you see that?

A Yes.

Q At the end of your response do you see where
it says, "Since..." five lines up from the bottom?

A Yes.

Q "Since ECR saturation letter and flat costs

incurred within delivery sections of letter routes
account for such a large portion of the total street
time cost, 1 view the unit cost provided in my revised
response as reasonable for the same reasons as..."
such and such, correct?

A Yes.
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Q Okay. Can you tell me what relevance it is
that these costs are a large portion of the total
street time costs, what relevance that is to whether

the costs are reasonable?

A Well, let me review the gquestion.
(Pause.)
A Okay. In the gquestion you give me various

unit costs and ratios, and then you ask me are they
reasonable, these ratios, okay?

I guess what I'm saying there 1s yes,
they’'re reasonable, and one of the reasons I'm using
that is because they’'re a large subset of the total.
You know, if T think 100 percent of the total costs
are reasonable I think a large subset are reasonable,
a large subset of those.

Q Okay. Your responseg here dcoesn’t address
ratios being reascnable, but unit costs, correct? You
say, "I view the unit costs provided in my revised
response as reasonable "

A Right.

Q And one of the reascns for that is that ECR
saturation letter and flat costs incurred account for
a large portion of total street time cost.

I just don’t understand what being a large
portion of the total has to do with the reasonableness
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of the unit cost. I mean, when we lock at unit costs
we're neutralizing for volume, aren’'t we?

A Right, but a category with small volume
might have wide fluctuations. You could get something
with small volume that due to statistical variation or

something may not give you a reasonable --

Q That’'s your point then?
A Well, my point is that I think the total is
reasconable, and saturation is a significant -- not

significant, but it’s certainly not a small category
and so I view those as reasonable as well. A large
contributor teo the total.

Q But whether they’re a large contributor to
the total or not has nothing to do, dces it, with
whether the unit cost is reascnable?

A For the total?

Q No. We're looking at a unit cost. I mean,
you can separately analyze a unit cost, correct, and
then it factors cut the fact that it may apply to a
large volume or a small volume, right?

A Right, but for a small volume category it 1is
possible to get an unreasonable unit cost I would say.
I don’t think that’s true with saturation because
there’'s enough volume of saturation that we can come
up with reasonable cost estimates.

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3562

Q If your response had to do with the fact
that if something was so tiny it could have lots of
variation in it then I understand that response. I
just didn’t understand it without that clarification,
okay?

A Yes.

Q Okay. For example, i1f you lock at standard
saturation, putting aside first c¢lass, if you look at
the numbers, I believe that saturation volume is about
14 percent of standard. I mean, that’s not a huge
dominant portion. It’'s just not one percent.

A Right. I mean, I don’'t know. Are you
talking about letters or flats?

Q Both.

A Total? Okay.

Q Yes. Let’s see. Mr. Baker helped us save
some time.

Let’'s look at your response to 22. There 1is
a spreadsheet that’s appended to your response where
you correct cur costs, correct?

A Yes.

Q All T have in front of me is the printout.

I don’'t have the spreadsheet so I can't go cver line
numbers and such, but do you have the same thing I
have in front o<f you?
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A Yes.

Q Okay. If we go back to the definition --

MR. KOETTING: Mr. Olson, not to interrupt,
but I hope you’'re locking at the revised spreadsheet.
Revised August 10 it should say on the footer on the
attachment in very small print, unfortunately.

MR. OLSON: Actually, I wasn’'t. Let me see
if T can find that.

I think that eluded me, Mr. Koetting. You
have everything. Thank you.

BY MR. OLSON:

Q It appears that the numbers that I'm going
to ask the questions about did not change so that
helps.

In a sentence could you just tell me what

necessitated this amendment?

A It was you. It was an e-mail that --
Q I remember this. I'm sorry. That was the
e-mail to Mr. Koetting. I apclogize. I just never

saw the actual response filed. Now I remember it.
Okay.

If we use the definition of the term regular
that we had before at the beginning, it would be my
understanding, and I ask you to confirm, that we’'re
dealing with regular non-sequenced in the -- maybe you
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can tell me.

Let me just tell you the lines I'm
interested in. The second line on the printout is ECR
non-saturation DPS letter, no DAL. If you go to the
far right-hand column, the city delivery unit cost
without piggyback is 2.41 cents, correct?

A Yes.

Q If you look in the next grid, ECR saturation
DPS letter, non-sequenced, that’s 2.18 cents, correct?

A Yes.

Q So it looks like both of these are DPS’'Ad
letters, and the first one is non-saturation. The
second one is saturation.

A Non-gaturation DPS, vyes. Yes.

Q Ckay. So it’s basically a saturation
malling that’'s been taken to the plant and DPS’d while

the other ig a non-saturation mailing that’s been

DPS’d?
A Yes.
Q Okay. Now, can you explain the difference

in those costs? In other words, when a carrier
receives letters that have been DP5’'d can he tell
which ones were originally saturation letters and
which ones were non-saturaticon?

A He could telil by the markings.
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Q Well, if he looked at it. Would it
functionally affect the way he handled the mail, the

way he fingered the DPS’'d and delivered 1it?

A My understanding would be no.

Q Do you know why those costs would be
different?

A So you're comparing the 2.18 cents to the

2.41 cents?

Q Yes.,
A Okay. Well, if you look about -- I don’'t
know -- three columns to the left you can see some of

the costs that we’'ve been talking about a lot here.

The 1.81 cents is the same because they’re
both regular letters, so that’s the same. The street
costs are very, very close, 2.07 cents for non-
saturation, 2.04 cents for the saturation plece, so 1t
brings it to the cffice. The office costs are
different.

Now, the office costs come from 10CS, and
those are input so I don’t know. The fact that it’'s
DPS'd or not come from the carrier systems, city in
this case.

Q But as an observer of delivery costs who
comments on anomalous chbservations, is this one of
them? Would you expect them to be the same?
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A Is a .23 cent difference ancmalous, the
difference between 2.41 and 2.187?

Q If you're paying the postage it is.

A I mean, the difference seems to be there in
the direct non-casing costs, unit costs, between .21
cents and .06 cents,

You know, I don’‘t know. I mean, that's an
input from IOCS. I didn't guestion those numbers at
that level of detail.

Q Okay. Then also 1f you would look at two
more numbers with me? The very first line on the
chart is for ECR non-saturation non-DPS letter, no

DAL, and that’'s 7.13 cents, correct?

A Yes.

Q That’s basically a cased letter?

A Yes.

Q And then if we look at cased flats I guess

we go down to the fourth grouping there, ECR

saturation flat addressed cased, correct?

A Yes.

Q And that’'s 6.22 cents, correct?

A Yes.

o] and that flat is an addressed flat, right?

That's not with a DAL?
A Right. Yes.
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Q Qkay. 8So you’'ve got an addressed cased
letter of 7.13 cents and an addressed cased flat at
6.22 cents. Could you explain why you think the cased
letter costs more than the cased flat?

A Well, you can identify where the difference
is. You know, it’'s in the direct casing cost, 3.71
centg for letters, in this case the non-saturation
nen-DPS letter, and 2.98 cents for the saturation
flat.

Again, I didn’t question that number. It’'s
an input from IOCS. I mean, one could speculate that
the non-saturation piece is not in order. There could
be something there that could account for a little kit
higher casing cost where the flat you could go in
order. That’s really just speculation. That’'s an

input from IOCS there.

Q So you don’t know why it would --

A No, I don't.

Q -- cost more to case a letter than a flatc?
p:N No, 1 don’'t.

MR. OLSON: Mr. Chairman, I think that is
all I have. I thank you.

Thank you, Mr. Kelley.

CHAIRMAN OMAS: Thank you, Mr. Clson.

Is there any follow-up cross-examination for
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Witness Kelley?

{No response.)

CHATIRMAN OMAS: Any questions from the
bench?

(No response.)

CHAIRMAN CMAS: Mr. Koetting, would you like
some time with your witness?

MR. KOETTING: Yes, Mr. Chairman. I’'d ask
for 10 minutes at this time, please.

CHATRMAN OMAS: Sure. We’ll come back at
11:20. Thank you very much.

{Whereupon, a short recess was taken.)

CHAIRMAN OMAS: Mr. Koetting?

MR. KOETTING: Thank you, Mr. Chairman. We
do have one brief line to touch on.

REDIRECT EXAMINATION

BY MR. KOETTING:

Q Mr. Kelley, you began your discussion this
morning with Mr. McLaughlin, and you were discussing
specifically your response to POIR No. 8, Question 14.

As I recall your conversation with Mr.
McLaughlin, vyou were fcocusing in that exchange on the
effect of city carrier costs with respect to a
reduction in number of DALs. Is that your
recollection of that exchange?

Heritage Reporting Corporation
(202) 628-4888



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

3569
A Yes.
0 Later Mr. Baker returned to the same topic.
In your discussion with Mr. Baker was it your
intention to likewise focus on the effect on city
carrier costs of reduction in the number of DALs?
A Yes,
MR. KOETTING: That's all we have, Mr.
Chairman.
CHAIRMAN OMAS: Thank you, Mr. Koetting.
Mr. Kelley, that completes your testimony
here today. We appreciate your contribution te our
record. You are now excused. Thank you very much.
THE WITNESS: Thank you.
(Witness excused.)
CHATRMAN OMAS: This concludes today’s
hearing. No hearings are scheduled for Monday.
We will reconvene Tuesday morning at
9:30 a.m. when we will receive testimony from Postal
Service Witnesses Riddle, Stevens, Talmo, Harahush,
Coombs and Bradiey.
Thank you very much. Have a great weekend.
We’'ll see you Tuesday.
(Whereupon, at 11:25 a.m., the hearing in
the above-entitled matter was adjourned, to reconvene
at 9:30 a.m. on Tuesday, August 22, 2006.)
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